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A Personal Matter... 


Just as there are many types of people, there are many 
types of investors. Some have substantial amounts to 
invest ... many more have medium amounts. Some are 
familiar with the basic elements of sound investment, 
others have had little experience . . . or, in fact, no experi- 
ence at all. With some, safety is a chief concern, others 
regard income as more important, and an increasing num- 
ber are interested in acquiring sound securities with growth 
possibilities. 

All this really means that no two people have exactly 
the same investment problem because no two requirements 
are exactly alike. But despite many differences there is one 
thing common to all investors . . . it is that every person’s 
investment problem is a very personal matter . . . a subject 
that he doesn’t care to discuss with just anyone but, 
nevertheless, a subject on which he will often welcome 
experienced help. 

That is the kind of help which we can provide . . . and 
have been providing for many years. It may be the kind 
of assistance you would like to have. If so, we invite you 
to get in touch with us personally . . . by dropping in at 
any of our offices . . . or if more convenient, by mail. 


Either way, you'll be most welcome. 


A. E. Ames & Co. 


Limited 
Business Established 1889 
TORCNTO MONTREAL NEW YORK LONDON, ENG. VANCOUVER VICTORIA 


WINNIPEG CALGARY LONDON HAMILTON OTTAWA KITCHENER ST. CATHARINES 


OWEN SOUND QUEBEC BOSTON, MASS, 

















here’s how the Bruning man 
can help you relieve 


PAPER PRESSURE 


Copyflex simplifies order-billing with a 
single-writing system from order to invoice 


Your Bruning man is a paperwork expert; he 
can show you how a Bruning Copyflex machine 
eliminates costly retyping. With Copyflex sys- 
tems, you write information only once and 
reproduce all documents, with sharp black and 
white prints, in any systematized business 
operation from one original form. 


Write now for full details on Bruning Copyflex 
250 . . . designed for medium-volume copying 
requirements and for use where there’s need 


for copying large originals. 


Copyfiex Model 250. Invoices and 
originals are automatically sepa- 
rated and attached. Costs less than 
a penny a copy. Up to 1000 letter 
size copies per hour. 


37 Advance Road, Toronto 18, Ontario 


Copytex I would like further information on Copyflex Model ‘‘250” 


Name 





Low Cost Position__ 
Diazo Copying Company 
at its Best 








CHARTERED ACCOUNTANT 
TEAMWORK LIFE UNDERWRITER 

LEGAL COUNSEL 

CORPORATE EXECUTOR 


IN Sooner or later all members of this 
team will be called on for advice 


d counsel. 
family bu skill is required where a 
y business or a private company 

concerned. 
Natiooal Trust Co. is always ready 
to co-operate by drawing on a vast 
experience in practical estate adminis- 


tration. 
Our trust officers will be glad to 
contribute at any time to discussions 


on this important subject. 
National 20 KING STREET EAST, TORONTO, ONTARIO 
Tru S t Toronto Montreal Hamilton Winnipeg 


Edmonton Calgary Vancouver Victoria 


ESTABLISHED 1898 


Take a tip from me 


Banking service of the highest order 
is yours at your nearby and convenient 
Imperial Bank branch. This service 
can be of definite help to you and 
your clients. 


There are more than 300 Imperial 
Bank branches from coast to coast in 
Canada with international banking 
connections throughout the world 
through correspondent banks. Your 
nearby Imperial Bank Manager will 
be pleased to offer you every assist- 
ance. 
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J. J. MACDONELL, F.C.A. (page 501) 

In “Organizing for Materials Con- 
trol”, James J. Macdonell, who is in 
charge of management advisory ser- 
vices for Price Waterhouse & Com- 
pany, brings a fresh viewpoint to a 
subject which is of growing concern 
to the average company and puts for- 
ward a specific plan for organizing 
and administering a materials and 
supply department. 

“Inefficient materials handling 
methods and poorly designed stores 
layouts are adding hundreds of thous- 
ands of dollars unnecessarily to the 
cost of Canadian manufactured prod- 
ucts”, says Mr. Macdonell. “Purchas- 
ing agents are continuously harassed 
by a multitude of problems which are 
not logical to their basic function and 
which they should not be expected to 
solve. Surplus and obsolete materials 
costing millions of dollars are being 
written off annually — or, worse still, 
taking up expensive and much needed 
storage space because of lack of ef- 
fective planning, poor ordering, ineffi- 
cient control and management report- 
ing procedures”. 

Mr. Macdonell has written many 
articles on management topics and is 
a former chairman of the Editorial 
Board of The Canadian Chartered 
Accountant. He has served on a 
number of committees of the Cana- 
dian and Quebec Institutes of Chart- 
ered Accountants and in 1956 was 
named a Fellow of the Institute of 
Chartered Accountants of Ontario. 


L. G. MACPHERSON, F.C.A. (page 508) 
The need for some kind of post- 
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graduate training is a matter that has 
become of general concern to the pro- 
fession in recent years and at the an- 
nual conference of the Canadian In- 
stitute in Vancouver last September, 
the subject was discussed at a plen- 
ary session. One of the speakers was 
Lawrence G. Macpherson, director of 
the School of Commerce and Busi- 
ness Administration, Queen’s Univer- 
sity, and a portion of his paper is pub- 
lished in this issue under the title 
“More Professional Education”. The 
author is well known to many of our 
readers. From 1954 to 1958 he was 
director of research of the Canadian 
Institute of Chartered Accountants 
and continues to serve as a member of 
the Institute’s Accounting and Audit- 
ing Research Committee. 


G. H. COWPERTHWAITE, C.A. (p. 515) 

“Management Reporting” reflects a 
very significant observation for all 
those concerned in the management 
organization structure: while proper 
controls, planning, budgets and effec- 
tive personnel policies are key fac- 
tors to successful management, a poor 
standard of reporting can result in 
overall, haphazard control, says Gor- 
don H. Cowperthwaite. The author 
has examined carefully what com- 
panies are doing in this field and he 
gives businessmen some very good 
ideas on report presentation and a 
clear understanding of the part that 
reporting plays in a coordinated man- 
agement effort. 


Mr. Cowperthwaite is a partner in 
the Toronto office of Peat, Marwick, 
Mitchell & Company and is in charge 
of its Canadian management controls 
department. In 1956 he visited Aus- 
tralia, South Africa, South America 
and other countries in the course of 
an extensive program to modern- 
ize the controls of a large U.S. corp- 

Continued on page 482 
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Now! Mechanize your 
accounting for as little 
as*24 a month 





ere’s the best reason ever for discarding slowpoke pen and ink accounting: Burroughs P-600 Accounting 
achines that bring you all the advantages of big-business accounting at a small-business budget price. 
nly $24 a month (plus applicable taxes) will put one to work for you. 


he advantages? Accuracy. Money received sooner through prompt statement preparation and mailing. 
Better customer relations through neat statements. Current, legible records. Elimination of peak loads. 
lrouble-free trial balances. Plus two for the price of one—an adding and accounting machine combined. 


Need further proof? Clip the coupon below and send for your free “Do-It-Yourself Cost Comparison 

Iculator” folder. By following this simple form you can make a cost analysis of your present accounting 
system in minutes. You'll see in dollars and cents how much you can save with a P-600 series machine, 
how much you will benefit from the down-to-business advantages of truly mechanized accounting. Burroughs 


Adding Machine of Canada, Limited. Factory at Windsor, Ontario. Burroughs—TM 
Tee ee ee ee EE EO OO “ 
| Burroughs Adding Machine of Canada, Limited, Windsor, Ontario CCA-48 | 


Please send me without obligation my free “Do-It-Yourself Cost 
| Comparison Calculator” folder. 
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oration. He is well known to chart- 
ered accountants for the papers he 
has given at Provincial Institutes’ 
annual conferences and is in charge 
of program arrangements for the 
1960 conference of the Institute of 
Chartered Accountants of Ontario. He 
is also a member of the American 
Management Association, National 
Industrial Conference Board and the 
National Association of Accountants. 


E. J. DeMARIS AND V. K. ZIMMERMAN 
(page 521) 

A research study has recently been 
completed on “Canadian and Ameri- 
can Financial Reports Compared” by 
two members of the department of ac- 
countancy at the University of IlIli- 
nois. A number of interesting con- 
clusions are stated. For example, the 
authors found that American reports 
were generally of a more exhaustive 
nature than Canadian but, on the 
other hand, such items as directors’ 
remuneration, executive salaries, legal 
fees and depreciation were seldom 
presented individually in American 
reports in contrast to the generally 
accepted Canadian reporting practice. 
The survey shows that Canadian ac- 
countants are aware of current ac- 
counting developments in the United 
States and that many of the Canadian 
reports are comparable with the very 
best from American companies. 

Both authors have developed an in- 
terest in international accounting and 
reporting. E. Joe deMaris is an as- 
sistant professor of accountancy at 
the University of Illinois. He obtain- 
ed his Master’s degree from Montana 
State University and his Ph.D. from 
the University of Illinois. From 1943 
to 1947 he was on the staff of Mc- 
Claren, Goode & Company, Certified 
Public Accountants, of Seattle, Wash. 


Continued on page 484 


















EXCLUSIVE? 


EXCLUSIVE! 


EXCLUSIVE! 


Only aman withan outsize head 


. -. could remember what Diehl Memory registers hold! Just one of the 
exclusive features of Diehl Supermatic Calculators. Here are the facts: 
Registers store figures while adding, subtracting, multiplying or dividing 


SUPERMATICALLY 
+—x* + 


TRANSFERS switch result between registers 
giving error-proof answers ... and now SINDEX 
forward multiplication extends Diehl’s most ex- 
clusive range of calculators. 


~ Diehl 
The implication 


is obvious... 


see Diehl now. ee eee ee 


CALCULATORS 





DIEHL CALCULATING MACHINES OF CANADA LTD. 


108 Wellington St. W. TORONTO * 4444 St. Catherine St. W. MONTREAL 
Telephone EMpire 6-651! Telephone WEllington 7-9338 


OUTSTANDINGLY 
SUCCESSFUL 


STANDARDIZED AUDIT 
WORKING PAPERS 


(What most accountants thought 
impossible) 


Believed to be the first workable, 
comprehensive set of standardized 
audit working papers made available 
to practicing accountants, generally, 
in the U.S., for actual use in the field. 
Thousands of sets already sold. 


The result of over fifteen years of 
experimenting in the field by a firm 
of C.P.As. and members of the Ameri- 
can Institute of C.P.As. 


Each sheet contains precise instruc- 
tions regarding the work to be done, 
the procedure to be followed, and the 
information to be recorded thereon, 
and they generally fully cover all of 
the work to be done on the average 
audit. 


They reduce to a minimum the pos- 
sibility of over-looking essential work, 
save the time of heading up, and save 
the time of the senior (in supervision) 
and of the reviewer and the report 
writer, and the person preparing the 
tax returns. They eliminate the need 
of programs, yet improve control of 
the field work and generally improve 
the quality of the work, but generally 
reduce the cost. 


Special price for one complete 
set of the WPs. (sufficient 
of each for the average 
engagement) 


NOTE: The WPs. may be purchased 
individually and, at quantity prices, 
cost only about $2.00 in excess of 
ordinary columnar sheets. 


Sent on ten-day approval. Postage paid 
om cash orders. Same refund guarantee. 


THE COUNTING HOUSE 
PUBLISHING CO. 


Thiensville, Wisconsin 
U.S.A. 
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He is a member of the American In- 
stitute of Certified Public Account- 
ants, the American Accounting As- 
sociation and the American Economic 
Association. 

Vernon K. Zimmerman is an assist- 
ant professor of accountancy at the 
University of Illinois, and received 
his M.S. and Ph.D. from that univer- 
sity. For a short time he was on the 
staff of Price Waterhouse & Company 
and served for two years with the in- 
ternal audit staff of the United States 
Army. He is a member of the Am- 
erican Institute of Certified Public 
Accountants and the American Ac- 
counting Association. 


H. P. CRAWFORD, LL.M. (page 531) 

When valuing a legal practice, 
there are two main steps which have 
to be taken; first, to find out what 
the assets consist of and, secondly, 
to determine their value. Distribu- 
tion of the assets among the partners 
revolves around these two operations 
and in “Valuation of a Legal Prac- 
tice”, H. Purdy Crawford deals with a 
subject which needs expert handling 
and vitally concerns both lawyers 
and accountants. The author covers 
valuation by agreement and in the 
absence of agreement. He cites cases 
to show that very often a professional 
practice can and does have goodwill 
which also has to be taken into con- 
sideration when it comes to valuation. 

Mr. Crawford is associated with the 
law firm of Osler, Hoskin and Har- 
court, Toronto and is a member of the 
Nova Scotia and Ontario Bars. He 
obtained his LL.B. at Dalhousie Uni- 
versity in 1955 and his Master of Law 
degree from the Harvard Law School 
in 1956. Many readers will remem- 
ber his previous CCA article “Legal 
Responsibilities of Corporate Direc- 
tors” (August, 1959). 











YVON DIONNE, C.A. (page 538) 

Depuis quelques années, les pro- 
blémes que pose [linflation a la 
comptabilité traditionnelle ont attiré 
grandement [attention aux Etats-Unis 
et au Canada. Dans certains pays 
d’Europe, comme la France, Etat in- 
tervient pour fixer les normes juri- 
diques selon lesquelles les états comp- 
tables seront ajustés de maniére a 
refléter les effets de la hausse des prix. 
Bien que nous n’en soyions pas encore 
rendus 1a sur le continent nord- 
américain, l’a-propose d'une étude 
sur l’inflation et des conséquences sur 
les états financiers est actuellement 
indéniable. A ce sujet, l’article “In- 
flation et Comptabilité” apporte une 
contribution qui ne manque pas 
dintérét. L’auteur, monsieur Yvon 
«Dionne, a obtenu en mai 1958 sa Li- 
cence en sciences commerciales de 
YEcole des Hautes Etudes commer- 
ciales de Montréal. Membre de I'In- 
stitut des Comptables Agréés de 
Québec, monsieur Dionne est 4 l’'em- 
ploi de Clarkson, Gordon & Cie a 
Montréal, depuis juin 1958. 


M. BELANGER, C.A. AND 
J. E. SMYTH, F.C.A. (page 543) 

Two papers on “Accounting for Re- 
serves” were given last June at the 
Income Tax Seminar at Queen’s Uni- 
versity. The first, presented by Mar- 
cel Belanger, dealt with the treatment 
of reserves for income tax purposes. 
The second, by J. Everil Smyth, 
examined the part played by reserves 
as defined by the Income Tax Act 
and observed how, in determining the 
amount of gross income, tax legisla- 
tion differs from accounting practices. 
We are grateful to Queen’s University 
for permitting us to publish extracts 
from both papers. 

Mr. Belanger is a partner of Belan- 
ger, Dallaire, Gagnon & Cie, Quebec 
City. He is also secretary of the 


Continued on page 486 
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WE LIKE TO 
SAY “YES"! 


You get more than just financing 
at Canadian Factors; you get a 
constructive approach to the prob- 
lems of building markets and pro- 
tecting profits. 


Unlike many company credit de- 
partments, our attitude towards 
credit checking is positive. It’s in 
our interest to say “yes” as often 
as possible. 


When we factor a company's 
account, we only get paid if the 
sale is actually made. We can 
only make money by being posi- 
tive and constructive. Therefore 
we look for reasons to grant 
credit. 


Very often, too, we can say “yes” 
where your client would not, Often 
we can grant credits on a more 
liberal basis than he can afford to 
risk now. We have checked credits 
for over a quarter of a century. 
We have an intimate knowledge of 
the Canadian market, and our 
sources of information are immedi- 
ate and accurate. 


This constructive approach to 
credit problems has helped many 
progressive firms to expand their 
markets and protect their profits. 
Some firms, now large, owe their 
growth to the fact that they have 
used our services continuously for 
over 30 years. Perhaps we can help 
one of your clients. If you’d like 
more information about the Can- 
adian Factors plan, simply write 
today for our free booklet: “Credit 
Protection and Receivables Finan- 


cing.” 


CANADIAN 
FACTORS 
CORPORATION 
LIMITED 
423 Mayor Street, Montreal * 
Vi 9-8681 
Established in 1931. 
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Faculty of Commerce and a oe 
. . of economics and taxation at Lava 
BUSINESS EXPeFIENCE — University. “He was a member of 
. the Royal Commission on Coasting 

with Trade whose report was tabled earlier 

this year. Mr. Belanger graduated 


Flectronic Com uters from Laval University with a Master 
p of Commerce Degree in 1943 and ob- 
; tained his M.A. (Economics) from 
Researched and written for Controllers tyarvard University in 1948. He has 
Institute Research Foundation Inc., by been a member of the Institute of 
B. Conway, J. Gibbons and D. E. Watts, Chartered Accountants of Quebec 
Directors of Management Advisory Serv- since 1946. Active as a speaker and 
ices, Price Waterhouse & Co., N. Y., N. Y.; | writer, he is the co-author of “Intro- 
191 pgs., $5.00 duction to Income Tax Law, Canada” 
: ‘ and “Canadian Income Tax Prob- 
Key findings from a decade of pioneer- Rasa 
ing by 17 major corporations and ; 
many smaller firms. An up-to-date, Mr. Smyth is an associate professor 
clearly-written guide for: at the School of Commerce, Queen’s 
- a: -, University, and last month relinquish- 
ogc gy — ed the editorship of the Students De- 
; partment of The Canadian Chartered 
. Preparing employees and train- Accountant, a position he had held for 
ing operating staff. the past 12 years (see editorial CCA 
. Converting from prior practices; November, 1959). He has been a 
setting new schedules. member of the Institute of Chartered 
Accountants of Ontario since 1945 
and was elected a Fellow of the In- 
stitute in 1956. He is the author of 
. Supervising at top level of over- several publications including “The 
all responsibility. Basis of Accounting” and co-author of 


This new book synthesizes what has “Corporation Finance in Canada”. 
been learned from EDP installations 


in many types of business. For an 
tec cides or already active in EDITORIAL (page 497) 
this field, it points the way to sub- We take great pleasure in welcom- 
stantial savings in time and money. ing to the editorial page Canada’s 
nmecccecceeccecccecececccce. Minister of Health and Welfare, the 
Business Experience with Electrenic Computers Honourable J. Waldo Monteith, PC., 
Order from: Department Z, Controllers Institute F.C.A. The Minister has contributed 
2 Park Ave., N. Y. 16, N. ¥. on a thought-provoking editorial “There 
1 Check enclosed ( Bil me (] Bill my frm Should be More C.A.’s in Politics”. A 
look at the situation in the British 
Parliament gives considerable support 
to the case that Mr. Monteith has 
presented. There were 22 chartered 
ADDRESS accountant candidates in the recent 
Remittance must accompany orders from outside general election, while two other con- 
continental U. S. ond Coneda. testants were members of the Associa- 
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Guidepost for today... 


. Servicing equipment; good rela- 
tions with manufacturer. 





tion of Certified and Corporate Ac- 
countants. They represented all three 
parties and, when the results were an- 
nounced, one certified and corporate 
accountant and_ eight chartered 
accountants were elected, one of 
whom was given a seat in the Cabinet 
as Minister of Transport. 

Mr. Monteith entered the Federal 
House of Commons as member for 
Perth constituency in 1953. He be- 
came a chartered accountant in 1982 
and in 1953 was elected a Fellow of 
the Institute of Chartered Account- 
ants of Ontario. He established an 
accounting practice in Stratford, On- 
tario soon after getting his certificate 
and he has been active there in com- 
munity and civic affairs for many 
years. From 1939 to 1941 he served 
as alderman and in 1944-5 as Mayor. 


A second editorial “A Program for 


Continuing Education” has been con- 
tributed by Charles C. Mackechnie, 
who, as chairman of the Canadian 
Institute’s Committee on Continuing 
Education, is well qualified to write 
on the subject. Evidence is begin- 
ning to show that the accounting pro- 
fession wants a program of this kind; 
the problem will be to plan it and de- 
vise the best methods for its imple- 


mentation. 


Mr. Mackechnie is a partner in the 
Toronto office of Price Waterhouse & 
Company and has served on various 
committees of the Ontario and Cana- 
dian Institutes of Chartered Account- 
ants. He was elected a Fellow of the 
Institute of Chartered Accountants of 
Ontario in 1959 and is presently a 
member of the Canadian Institute's 
Committee on Cooperation with other 
Accounting Bodies. 


SIXTH SUMMER SCHOOL IN ACCOUNTANCY 
McGILL UNIVERSITY, MONTREAL 


MONDAY, MAY 9, Through FRIDAY, JUNE 3, 
1960 


In view of the change of Chartered Accountants’ examination dates, the 
school will be held in May, 1960, instead of in July. 


As always, the school is intended to integrate and complete the studies 


of students for their professional accountancy examinations. 


Residence on 


the campus is required, throughout the period of the school, this being an 
essential part of the university life to which the student is to be introduced. 


The first aim is to educate broadly and intensively in accounting theory 


and principles. 


The syllabus followed by the two divisions of the school will 


be that of the Intermediate and Final Chartered Accountants’ examinations, 


respectively. 


Classes will be held for six hours each day, from Monday through Friday, 


with the week-ends free. 


The school will be under the direction of Professor 


Kenneth F. Byrd, with professors of the School of Commerce and other universi- 


ties assisting in the lecturing. 


Apply promptly to the Summer School in Accountancy, School of Com- 
merce, McGill University, Montreal, Quebec. 





A NEW DIMENSION IN MULTIPLE PART FORMS 


Moore 


Speediflex is more than a new form. It is a 
brand new concept that gives natural forms 
movement to the writing and handling of 
continuous multiple-part forms. This revo- 
lutionary advance is due to an ingenious 
construction feature developed by Moore, 
engineered for perfect part-to-part register. 


Here is the Speediflex secret. The carbons 
are ‘flex cut’ for natural flow of forms. 


The Secret of Speediflex—Flex cuts in carbons for flexibility. 


Staggered adhesive lines on either side of 
the flex cuts anchor the carbons as a flexible 
bond between the parts in the set. 


The entire set of Speediflex carbons and 
parts is a flexible unit that feeds—naturally 
and in perfect alignment—around the writ- 
ing platen. This does away with ‘tenting’ 
or ‘peaking’ at the set fold. Natural-moving 
Speediflex parts feed squarely on the pins to 


Perfect Register is assured at any writing speed. 





Speediflex 


assure perfect part-to-part register at the 
writing point, regardless of writing speed 
or equipment used. 


Speediflex has other writing and after- 
writing features that contribute to perfect 
feeding, perfect part-to-part register and 
trouble-free action. Among them...a new 
method of perforation permitting natural 
folding, neater packs with fast carbon ex- 


traction ... narrow carbons that lessen bulk, 
for fast paper flow without creep or jam. 
For a summary of all the advantages Speedi- 
flex combines in one continuous form, write 
the nearest Moore office. 


Moore BuSINEsS Forms Ltp.* 856 St. James St. West, 
MONTREAL * 7 Goddard Ave., TORONTO 15 ¢* 711 Erin 
St., WINNIPEG * 296—12th Ave. East, VANCOUVER 
Over 300 offices and factories throughout 


Canada, U. S., Mexico, Cuba, Caribbean EGY 
and Central America. 
* Division of Moore Corporation, Limited 


Neater Packs, Better Refolding — 


All Writing Machines handle 
Speediflex smoothly in natural, 
flexible movement without either 
tenting or peaking at the set fold. 


Strip Off Margins—Sensitive perfo- 
rations simultaneously cut through 
carbons and parts. Speed stripping 
and decollating with Speediflex. 


Build control with 


Flexibility for Perfect Register 
makes both sides of each part 
move freely, floating between car- 
bons, falling natural in alignment. 


Strip Coated Carbons are avail- 
able to eliminate unwanted data on 
copies. Narrower carbons, allow- 
ing less bulk, are also available. 


Special set perforations permit 
Speediflex forms to fold and refold 
naturally into neat square packs. 


Section Sets for System Use offer 
you one part or more loose, or two 
or more sets included in the full 
set, depending on requirements. 


Patent pending Moore Business Forms Ltd. 


MOORE BUSINESS FORMS 
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New C.LC.A. Publications 


A new Canadian Institute brochure 
entitled “The Valuation of Private 
Business and Professional Practice” 
will be available on December 15. It 
contains a number of the articles 
which have appeared in The Cana- 
dian Chartered Accountant on such 
topics as accounting for and valua- 
tion of goodwill, valuation of a pri- 
vately owned business, a minority in- 
terest, a general insurance business, 
an accounting practice and a legal 
practice. This brochure may be ob- 
tained from the Institute at $2.00 a 
copy (See page 579 for order form). 


Also available on December 15 is 
the new edition of “Financial Report- 
ing in Canada” which has become an 
indispensable reference for those con- 
cerned with the preparation of annual 
financial statements of Canadian com- 
panies. This book analyzes, by table 
and commentary, the statements of 
300 corporations, and shows trends in 
financial reporting in this country. It 
is available to members at $4.00, to 
others at $5.00. 


At the end of December, the Cana- 
dian Institute will publish “The Func- 
tion of Management” containing 11 
articles on what management is and 
its objectives, methods of planning 
and control. The price of this bro- 
chure is $2.00. 


The Directory of Canadian Chart- 
ered Accountants was mailed to all 
members of the Canadian Institute 
last month. A few copies are avail- 
able in a red cloth cover with gold 
stamping at $6.00 each. 


The 320-page textbook “Econom- 
ics”, incorporating the material cov- 
ered in the Economics course of the 
Ontario Institute Course of Instruc- 
tion administered by Queen’s Univer- 
sity, has been published by the 
C.1.C.A. for students taking the 
course. Bound in blue cloth with 
gold stamping, the book is also avail- 
able to members at $4.50 a copy, and 
to others at $5.50 a copy. 

Family Expenditure 

Average family expenditure in 1957 
in 9 metropolitan areas of Canada 
amounted to $4,830, and nearly 87% 
of this amount was devoted to cur- 
rent consumption as against somewhat 
over 18% for gifts and contributions, 
personal taxes and security, according 
to a special DBS survey. It showed 
a slightly smaller proportion spent on 
food and more on car purchase and 
operation than a like survey on 1955 
expenditure. 


French Editor 

For many years The. Canadian 
Chartered Accountant has published 
articles in French. To stimulate the 
writing of French articles and to safe- 
guard standards of accuracy in their 
publication, Jerome Carriere, C.A. 
has been appointed as French editor. 
Mr. Carriere is a partner of Clarkson, 
Gordon & Company, Montreal. 


American Institute Elections 
J. S. Seidman, C.P.A., New York, 
was elected president of the Ameri- 
can Institute of Certified Public Ac- 
countants at the 72nd annual meeting 
held in San Francisco on October 27. 
Continued on page 492 
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YOUR knowledge can SAVE 


when 
% Deferred Compensation For Top Executives 
*% Partnership and Company Insurance 
% Key-Man Insurance 
%* Estate Planning 


is being considered 


Where large sums are to be secured by 
Life Insurance Policies 


Cost IS’ Important! 


Comparison of our premiums and values with those of 
ANY other company will convince you that 


OUR NEW PREMIUM RATES AND VALUES > 
ARE OUTSTANDING 


You may obtain this information from 


1. A life representative of our Company, 


2. A general insurance agent representing our Com- 
pany for life business, 


3. The Life Administration Office, 88 University 
Avenue, Toronto, Ont. 


or you may ask your own life agent to obtain a quotation for you. 


since 1863 


ASSURANCE CORPORATION LIMITED 


A Company of The Northern Assurance Group 








° G&T 
ACCOUNTANTS’ 
o WORK PAPERS 


Busy accountants like the eye- 
saving paper, the clean ruled 
patterns with special “fold” 
© columns so that all sizes can 
be kept in one binder or cover, 
the perforated detachable heads 
on larger sizes. 
Carried with 7, 14, 21 or 28 
columns. 


At all G & T Stores or ask 
your G & T Salesman 


Phone Orders: 





0 HI. 4-1111 (Toronto) 
LI. 4-2851 (Hamilton) 
Mail Orders: ‘ 
383 Green Belt Dr. i 
Oo Don Mills, Toronto 
S gael ee- a eh 
v OFFICE SUPPLIES © PRINTING 


BUSINESS FURNITURE 
er 
TORONTO - HAMILTON 


Largest stocks of business forms in Canada! 





Continued from page 490 
EDP Aids Two Nations 

One of the most exciting uses to 
which electronic computers have been 
put occurs in the new methods of 
keeping the national accounts of Aus- 
tralia, recording its overseas trade and 
analyzing its ever-growing commercial 
and productive activities. By law, the 
Treasurer of Australia is required to 
publish a statement of that nation’s 
transactions for each month showing 
the cumulative totals for the year to 
date. In the past, this meant that 
hundreds of people, working long 
hours, produced the information by 
the 10th of the following month. To- 
day, with the aid of electronic data 
processing, teletypes operated in 
every corner of Australia’s 3 million 
square miles transmit the data simul- 
taneously to Canberra for processisng 
and production of the necessary sta- 





tistics by the 3rd of the following 
month. 

The United States Navy has also 
turned to EDP to keep track of its 
weapons and ammunition in shore 
bases and ships located around the 
world. The system will provide 
world-wide, daily inventory, produc- 
tion and quality control of all Navy 
weapons, from the time they start 
through the production line until they 
are expended in training exercises or 
actual warfare. 


In the News 

J. G. Guassco, F.C.A. (Ont.), has 
been appointed a member of the 
board of trustees of the National Gal- 
lery of Canada, Ottawa. 

K. J. Morrison, F.C.A. (Alta.), has 
been appointed to the board of direc- 
tors of the Bank of Montreal. 

Rate Fisner, C.A. and B. C. 
Kurtz, C.A., both members of the On- 
tario Institute, went to Israel as mem- 
bers of the Third Annual Toronto 
United Jewish Appeal Study Mission. 


CURRENCY EXCHANGE RATES 

The following nominal rates of exchange 
are supplied by The Canadian Bank of 
Commerce, International Department, Head 
Office, Toronto, as at 4 p.m., October 30, 
1959: 

Australia (pound) 2.13%; Belgium (franc) 
.0191; Denmark (kroner) .1385; France 
(franc) .00194; Germany (d. mark) .2275; 
India (rupee) .1995; Italy (lira) .00155; 
Mexico (peso) .0763; Netherlands ( guilder) 
.2520; New Zealand (pound) 2.66; Nor- 
way (kroner) .1835; Sweden (kronor) 
.1840; Switzerland (franc) .2190; Union of 
South Africa (pound) 2.66%; Sterling in 
Canada 2.65-2.66; Sterling in New York 
2.80%-%; U.S. dollars in Canada 5%-5% dis- 


count. 


Season’s Greetings 

We extend to all our readers best 
wishes for a merry Christmas and a 
happy New Year. 
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Many industrial enterprises with good 
prospects but in need of finances will be 
started or expanded this year in a way that 
provides a sound basis for development 
through the financial assistance of the In- 
dustrial Development Bank. 


Information about 1.D.B. financing in the fields of: 


e Manufacturing © Repairing °® Processing 
e Transportation © Construction @ Air Services 
e Packaging ¢ Engineering etc. 
can be obtained from your banker, auditor or 


lawyer or from the nearest office of the Industrial 
Development Bank listed below: 


—— 
(dp INDUSTRIAL 
(S° DEVELOPMENT BANK 


Established in 1944 by the Government of Canada to help in fi- 
nancing new or expanding small and medium sized enterprises. 





Vancouver 1030 West Georgia St. 
Calgary 513 Eighth Ave. West 
Winnipeg 195 Portage Ave. East 

Toronto Yeo Olah a-1eti Nae ae 
London .’ 291 Dundas St. 
Montreal 901 Victoria Square 
Quebec 955 Chemin St. Louis 


Saint John 35 Charlotte St. 
Halifax 65 Spring Garden Road 


CORRESPONDENCE 





Toronto, Oct. 21, 1959 
Mutua Funps 

Sir: In his article on the operation of Mu- 
tual Funds, Mr. MacLennan refers to the 
“sale of treasury shares”. I had thought 
that treasury shares were foreign to Can- 
adian law, and it seems as if confusion 
might arise from the use of this term. 


As far as I know, open-end funds have 
operated in their present manner only dur- 
ing comparatively prosperous times. What 
happens if, after a period of losses, those 
seeking redemption of shares outweigh con- 
siderably those wishing to subscribe for new 
shares? Redemption is promised in the 
terms of issue, but the Companies Act 
states that redemption can be only out of 
profits (and there will not be profits avail- 
able, because these companies retain little 
of their savings) or a new issue of bonds 
or shares. 

Mr. MacLennan does not make clear to 
me the procedure he describes (p. 341, 
CCA, Oct. 1959), which may be intended 
to solve the difficulty stated above. The 
fact that the price at which shares are is- 
sued is greater than the par value seems to 
me not to affect the question, unless the par 
value is only a small fraction of the price 
of issue. 

My impression is of ingenious methods 
of getting around restrictions in the Com- 
panies Act which were put into the Act to 
deal with a totally different question: the 
abuse of creditors and others by the re- 
demption of shares of a company threat- 
ened with bankruptcy. Would it not be 
desirable for the law to notice this import- 
ant and growing form of activity, the mu- 
tual funds, and devise legislation suitable 
to them? 

C. A. Asuuey, C.A. 


Toronto, Nov. 4, 1959 
AutnHor’s REPLY 


Sir: Professor Ashley, in commenting on 


my article on mutual funds, expressed the 
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thought that “treasury shares” were foreign 
to Canadian law. That is my thought also, 
the term being used in current Canadian 
business practice to refer to authorized but 
unissued capital stock. I agree that readers 
conversant with corporation law in those 
jurisprudences making specific reference to 
the term would be confused. The use of 
“sale of unissued capital stock” would have 
been better. 


Many open-end funds have been launched 
on the flood tides of rising security 
prices, but one of the basic concepts 
of the mutual fund is that management 
recognizes business cycles and alternates, 
at appropriate times, its investment 
policy between equity securities (common 
stocks) and fixed income securities (bonds 
and preferred stocks). After a period of 
declining security prices, those seeking re- 
demption will receive only their pro-rata 
share of the reduced net asset value of the 
fund. Carried to the ultimate, there would 
remain only those net assets applicable to 
the non-redeemable class of shares provided 
for, in most charters, in only nominal 
amounts, 


It is customary for the par value of the 
shares to be only a small fraction of the 
issue price; where the break-up value of 
the shares increases, the fraction becomes 
even smaller. 


True, the Canadian Companies Act has 
restrictive clauses on redemption of capital 
stock to protect the interests of trade cred- 
itors, but in mutual funds creditors are 
insignificant in relation to assets. Where the 
Companies Act (section 61) states that re- 
demption can be only out of profits or a 
new issue of bonds or shares, such restric- 
tion is in respect of redemption of shares 
in accordance with any right of redemption 
or purchase for cancellation “reserved in 
favour of the company”, whereas in mutual 
funds the right is reserved in favour of the 
shareholder. 


W. F. MacLennan, C.A. 











CANADA LIFE 
offers you the assistance of 
its Estate Service Division 
















For many years this Division has served members 
of the accounting profession in detailed analysis 

of the numerous complex problems, both personal 
and corporate, encountered in the estates of 

their clients. Many accountants have found this 

of assistance to them in the over all planning 

of their clients’ affairs. This service is available from 
coast to coast in Canada. 


Consult the Manager of the nearest 
Canada Life Branch. 





Estate Service Division Offices 





HALIFAX OTTAWA WINNIPEG 
Green Lantern Bldg. 150 Kent St. Electric Railway Chambers 
QUEBEC TORONTO CALGARY . 
580 Grande Allée E. 330 University Ave. Lancaster Bldg. 
MONTREAL HAMILTON VANCOUVER 
505 Dorchester St. W. 1 Markland St. 640 West Hastings St. 
wie 
~ 
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eC ANADA LIFE 
A Cy tssurance Company 


HEAD OFFICE: 330 UNIVERSITY AVE., god 
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Money Market 


We have participated actively in Canada’s Money 
Market since its inception, and we are in close touch 
with both short term borrowers and lenders. 


If your organization has temporarily idle funds for 
investment or requires short term capital, our Money 
Market Department is at your disposal. 


Your enquiries are invited 


Greenshields & Co Ine 
507 Place d’Armes, Montreal 


MONTREAL TORONTO NEW YORK QUEBEC OTTAWA 
WINNIPEG SHERBROOKE LONDON 









SIX SERVICES YOU 
— APPRECIATE 


SAVINGS ACCOUNTS 
— with interest at 84%4% paid twice yearly 
2. GUARANTEED INVESTMENT CERTIFICATES 
— at current rates of interest for 1 to 5 years, also 
— Guaranteed Savings Certificates redeemable at any 


time 
3. TRUSTEE UNDER REGISTERED PENSION PLAN 
— for companies, professional groups, individuals 


4. EXECUTOR OF WILL 
— Details and estimate of cost without obligation 


5. CUSTODIAN FOR STOCKS, BONDS, 
INVESTMENTS 


— All services necessary in management of financial 


affairs 
6. REAL ESTATE MANAGEMENT 
— Agent for buying and selling properties, renting 
office space 
Please write or phone for full information and free literature 
on these and the many other Chartered Trust Services 


CHARTERED TRUST 


COMPANY 
Toronto: 384 King St. W. 
Branches: 20 St. Clair Ave. W., 
2972 Bloor St. W., 1518 Bayview Ave, 
Montreal: 388 St. James St. W. 






















Editorial 


THERE SHOULD BE MORE C.A.’s IN POLITICS 

The Honourable J. Waldo Monteith, P.C., F.C.A., Minister of 
National Health and Welfare, is the only chartered accountant in the 
House of Commons. We recently asked him what, in his view, is the 
reason for the apparent reluctance of members of the profession to 
enter the field of politics. In his reply, Mr. Monteith has made a 
strong plea for greater participation by the profession in Canadian 
political life. 


Here is the occupational background of the present House of 
Commons: 78 lawyers, 77 businessmen, 40 farmers, 10 teachers, 8 
craftsmen, 7 doctors, 6 engineers, 5 agriculturalists, 5 civil servants, 5 
dentists, 5 journalists, 3 clerks, 3 pharmacists, 2 accountants, 2 econo- 
mists, 1 architect, 1 auditor, 1 housewife, 1 labour organizer, 1 notary, 
1 soldier and 1 chartered accountant. 

Out of 265 M.P.’s, only 1 chartered accountant. While I have not 
checked on this, I have an idea that our profession is no better repre- 
sented at the other levels of government. Why is this? Why are 
there not more chartered accountants in Canadian politics? 

I have heard several explanations. For example, it has been 
suggested that a C.A.’s training tends to make him introverted, con- 
servative in outlook and hesitant about taking the risks involved in 
public life. Rather than do the kind of personal selling job necessary 
to enter and stay in politics, he prefers to remain in the background. 
In my own case, of course, any tendency in this direction was offset 
by my having grown up in a family steeped in politics for genera- 
tions. If our profession has in fact been overly retiring in the past, 
it would certainly seem less so today. The way in which chartered 
accountants are broadening their interests would indicate an increas- 
ingly outgoing attitude on their part. 

Another explanation offered is the C.A.’s possible reluctance to 
engage in a field that involves speaking ability. I admit that members 
of my profession do not get the same training in self-expression 
as lawyers and clergymen, but I feel this side of politics has been 
overstressed. Whether in Committee work (where, incidentally, 
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there is little scope for oratory, and a C.A.’s talents can prove invalu- 
able), or in a parliamentary debate, the most effective speakers are 
generally those that are concise and to the point. As one veteran 
M.P. put it: “More people have talked themselves out of Parliament 
than into it.” 

If these reasons for chartered accountants avoiding politics have 
little validity, the reasons why they should enter the political field 
are, in my mind, substantial — and becoming more so all the time. 
Government today is big business. In fact, with expenditures of 
nearly $6 billion annually, the Dominion Government is the biggest 
business in Canada. It is big in terms not only of expenditures but 
also of stockholders. Over 6 million individuals support it through 
income tax payments, and every citizen by sales and excise taxes. 
With so much money and so many people involved, the matter of en- 
suring efficiency and economy of operation is vital. This is where 
the chartered accountant can play a critical role. No one is better 
qualified to interpret financial statements presented to Parliament. 
No one is in a better position to serve on the Public Accounts and 
Estimates Committees which examine every item of past and future 
spending. While there are, of course, a large number of C.A.’s in the 
Civil Service, it would seem equally important to have them on the 
policy side as well. 

The question of policy raises a further point. For better or 
worse, government has come to exert a powerful influence on the na- 
tion’s economy. How this influence is used has profound effects not 
only on present conditions but on the whole course of Canada’s future 
growth and development. As persons concerned and experienced 
with the key private sector of the economy, chartered accountants 
cannot be indifferent to developments in the public sector. Indeed, 
they have a responsibility both to themselves and to their fellow 
citizens to see that their ideas and views are considered in the for- 
mation of public policy. This can be done to some extent in profes- 
sional practice but not with nearly as much effect as through partici- 
pation in government. 

To me, these are compelling reasons for our profession taking a 
more active part in Canadian political life. I am thinking particu- 
larly of C.A.’s in public practice. As in many other things, the remedy 
rests with the individual. If he shows a willingness to stand for of- 
fice, party organizations will, I am sure, receive him with open arms 
as representing a profession which is not only highly respected but 
which by its very nature is dedicated to public service. 

In my enthusiasm for chartered accountancy, I have urged many 
young people to take up this profession. Likewise, in my enthusiasm 
for politics, I would urge the profession to turn in this new direction. 
For its own good as well as for the good of the nation, there should in 
my view, definitely, be more C.A.’s in politics! 





EDITORIAL 


A PROGRAM FOR CONTINUING EDUCATION 


IT Is GENERALLY agreed that one of the main forces behind human 
progress is education and that one of the larger provinces in that 
domain is formal education. However, formal education must of 
necessity represent a compromise between what may be desirable and 
what is practicable and attainable. It is therefore designed, for the 
most part, to bring individuals up to preconceived minimum levels of 
skill and knowledge necessary in order that they may play their par- 
ticular parts in society. The more progressive and complicated the 
society, the higher the levels must be and the more frequently must 
they be revised to meet changing needs. It seems to be assumed, 
rightly or wrongly, that the individuals will, on their own and in 
due course, progress in varying degrees beyond the minimum levels. 
While this reasoning applies to education in general, it applies par- 
ticularly to the professions, including our own. 


The esteem in which any profession is held in a community will 
depend on the usefulness and quality of the services rendered to the 
public. These, in turn, are likely to be influenced by the calibre of 
the individuals that the profession attracts, by the program of pro- 
fessional education made available, and by the practical experience 
obtainable by the members. A little reflection will suggest that edu- 
cation is usually a factor over which a professional body can exercise 
the most direct control. 


Many of the professions have found, particularly in recent years, 
that it has become increasingly necessary to supplement basic pro- 
grams of professional education with suitable post-graduate studies. 
Our own profession has observed this trend with much interest and 
the matter was felt to be of such importance that a new committee, 
viz. the Committee on Continuing Education, was appointed to study 
a possible program of professional development for our members. 


The committee has already explored, by means of a question- 
naire and statistical sampling techniques, the opinion of members 
across Canada as to the need for a program of continuing education. 
The response to the questionnaire was excellent and the members 
who replied were overwhelmingly in favour of some form of program 
of post-graduate studies. Many members not only completed the 
questionnaire but added general comments which should prove help- 
ful to the committee. In general, the members seem to favour a 
program that will allow them to select one or more out of a list of 
suitable subjects. Many members are prepared to spend two or three 
hours a week, for a period of several weeks, on a selected subject. 
A high proportion are apparently in favour of short study courses, 
seminars, or discussion groups but there is limited interest in any 
long and intensive program or in summer schools which would in- 
volve more than a short period of time away from work. 
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The new committee is well aware that the results of the question- 
naire require further study and that various underlying factors must 
be carefully considered and taken into account. It is one thing to 
receive the opinion of our members that a formal program of con- 
tinuing education is needed; it is quite another thing to assume that 
they will actively support the implementation of such a program. 
There are many indications that their actions will depend on the 
quality of the program offered and the ways and means adopted to 
put it into effect. This is, of course, fully understandable. 

Another step already taken by the committee was to review 
certain courses presently offered by the universities across Canada 
and to consider material and courses available through other profes- 
sional or business organizations. This was necessary to avoid dupli- 
cation of effort on our part. Excellent as many of these courses are, 
they do not appear, in general, to be designed to meet the post- 
graduate needs of more than a small segment of the chartered ac- 
countants in Canada. It can be stated, however, that the universities 
seem most anxious to cooperate in any program of studies which we 
undertake. Some kindred professional groups have also expressed a 
willingness to cooperate as far as possible. 

The work of the committee in the near future will include that 
of determining, with the assistance of comments already made by the 
members, the essential or desirable areas for post-graduate study. 
There will also be the more difficult work of recommending the pre- 
cise methods whereby a program can be implemented successfully. 
Various methods will appeal to particular groups of members; no 
method is likely to be formulated that will be entirely satisfactory 
to all. However, the committee hopes that a plan or plans can be 
suggested which will receive the active support of a goodly pro- 
portion of our members. 

It was not considered practicable or necessary to send the ques- 
tionnaire to all chartered accountants in Canada. The committee 
would, however, welcome comments on the subject of continuing 
education from any members who have not yet had an opportunity 
to express their views and would care to do so. 











Organizing for Materials Control 





JAMES J. MACDONELL, F.C.A. 





BECAUSE OF THE significance of ma- 
terials control to the average business, 
a considerable amount of information 
has been published on the subject. 
Nevertheless, few companies are pre- 
pared to concede that they have 
found the perfect system. More and 
more, thoughtful managers are ques- 
tioning traditional ways of organizing 
the materials control function and are 
wondering if sufficient attention has 
been given to enlarging the scope of 
the activity and thereby securing a 
better coordinated and _ integrated 
operation. This article outlines an ap- 
proach to this problem. 


Materials control is frequently con- 
fused with inventory control. The 
latter refers to the control by ac- 
counting and physical methods of 
merchandise, materials, goods in pro- 
cess, finished goods and supplies on 
hand. Materials control in its widest 
sense can be defined as the coordina- 
tion and management of all activities 
pertaining to the procurement, re- 
ceipt, storage, issuance, handling, and 
recording of materials — in short, in- 
ventory management. Many of the 
problems associated with inventory 
management are common to both the 
manufacturing and distributive areas 
of industry, but this article is con- 
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cerned primarily with materials con- 
trol in the ordinary manufacturing 
company producing goods for stock 
and to order. 


The Need for Unified Direction 


In most companies, three influen- 
tial departments, each headed by a 
senior official, engage in a continu- 
ous cold war over the subject of ma- 
terial inventories. Squarely in the 
middle of this three-cornered tug-of- 
war is a fourth department, the com- 
mon target for the artillery of the 
other three. The three embattled ad- 
versaries are, of course, the manu- 
facturing department, the sales de- 
partment and the financial depart- 
ment, and the one in the middle is 
the purchasing department. 


The manufacturing department's 
objectives are simple. It wants to 
have long and steady production runs, 
turn out the highest quality of finish- 
ed product at the lowest possible cost, 
and never run out of any kind of raw 
material or supplies. The sales de- 
partment’s objectives are equally 
straightforward. It wants to sell the 
maximum amount of goods at the best 
possible prices, have ample stocks of 
all kinds to provide the fastest pos- 
sible delivery to customers, and be 
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able to change or discontinue product 
lines with maximum flexibility. The 
financial department's requirements 
are also clear and simple. It wants 
the least possible amount of cash tied 
up in inventories, the maximum turn- 
over of finished goods stocks, and no 
surplus or obsolete items in inventory. 
The purchasing department walks an 
endless tightrope trying to meet 
simultaneously the demands of the 
other three departments, and rarely, 
if ever, succeeds. On the top of the 
quadrangle sits the peacemaker — the 
umpire — the chief executive. 


This is not an exaggerated picture 
of inventory management in the aver- 
age company. Rather it is the organ- 
izational problem common to most 
companies. It should not be inferred 
for an instant that this problem is not 
well recognized. It is. But it may 
fairly be said that few companies 
have yet devised a completely satis- 
factory solution to it. There is prob- 
ably no simple answer that will fit 
every company’s situation. But there 
are some basic approaches that are 
worth considering, and two of them 
are mentioned here. 


The Committee Approach 

The first approach has been tried 
by a number of companies with 
varying degrees of success. It is the 
creation of a materials planning com- 
mittee, comprising the sales manager, 
the production manager, the comp- 
troller, the purchasing agent and, in 
assembly or fabricating plants, the 
chief engineer, under the chairman- 
ship of the general manager. This 


organizational approach often suffers 
from the common fault of most com- 
mittees: keeping minutes and wasting 
hours! But at most it does help to 
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reconcile conflicting viewpoints and 
achieve compromises, and it certainly 
enables the departmental heads to 
gain a broader understanding of the 
overall picture. Under a strong chair- 
man it can do quite an effective job 
in coordinating the management of 
the materials function. But to do so, 
it requires a great deal of time and 
effort, particularly on the part of the 
chairman. Important though the 
task may be, it is usually time which 
the general manager finds difficult to 
afford, if he is to discharge effectively 
the other functions of his position. 


A Materials and Supply Department 

The second approach, adopted so 
far by only a few companies, may 
well be the real solution for many. 
It is to upgrade the materials control 
function by creating a materials and 
supply department headed by a senior 
executive who is a member of the top 
management team and has the neces- 
sary authority to make decisions bind- 
ing upon all departments. The estab- 
lishment of a new department of such 
dimensions is not a decision to be 
taken lightly. It requires the most 
careful appraisal of the present fea- 
tures of materials control in all its 
aspects. It will surely fail unless the 
plan of the new department is drawn 
with painstaking attention being paid 
to every detail. Since it will mean 
concentrating in one department 
under unified direction and control 
activities and responsibilities that are 
now widely dispersed among a num- 
ber of departments, all parts of the 
company will be affected by the 
change. Certain functions may prop- 
erly be centralized in the new de- 
partment while others may operate 
better on a decentralized basis with 











the new department exercising only 
a coordinating role. 


The selection of the personnel to 
staff a materials and supply depart- 
ment, and especially its head, is of 
prime importance. Certainly most, if 
not all, of the staff will be drawn 
from existing departments. The de- 
partment head should be picked for 
his special qualifications as a capable 
general executive rather than neces- 
sarily for his specialized or technical 
knowledge and experience. Above 
all, he must be an expert coordinator, 
with better than average business 
judgment, since his decisions and the 
activities of his department will affect 
very directly the operations, and the 
profits, of his company. 


The precise organizational struc- 
ture of a materials and supply de- 
partment will vary from company to 
company, but certain activities will be 
common to most. Inherent in the 
concept is the allocation to the new 
department of all functions logical 
and necessary to balance and attain 
the various departmental objectives 
referred to earlier in this article, and 
a few more that were not mentioned, 
and to blend them into the most 
effective operational plan for the busi- 
ness as a whole. These various func- 
tions would probably be grouped in 
four main sections or divisions of the 
materials and supply department: 
planning, purchasing, stores and 
control. 


Planning 


The planning of materials is the 
key to good inventory management, 
and therefore the planning section is 
the nerve centre of the materials and 
supply department. In most com- 
panies the main tool for effective 
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planning of raw materials and finish- 
ed goods is a reliable sales forecast 
revised as often as may be necessary. 
From the sales forecast is determined 
the procurement program for raw ma- 
terials to meet the sales department 
requirements in terms of finished pro- 
duction. The sales forecast also has 
an influence on the volume and type 
of operating stores and supplies to be 
purchased and the levels of such 
stocks to be carried. The regular 
translation of sales forecasts into pro- 
curement programs, and adjusting 
them for the inevitable modifications 
that occur, is, therefore, a prime and 
continuous activity of the planning 
section. 

But continuous supervision of the 
overall procurement program, import- 
ant though it may be, is far from 
being the only activity of a well- 
organized planning section. Equally 
important is the task of serving as the 
coordinating link between the manu- 
facturing department (and the pro- 
duction planning section thereof) 
and the purchasing section of the 
materials and supply department. 
Changes in operating schedules orig- 
inating within the manufacturing de- 
partment have a major bearing on the 
procurement program if available 
storage facilities are to be utilized 
effectively and production maintained 
at an even flow. Furthermore, in 
companies manufacturing from bills 
of materials there is a further co- 
ordinating responsibility to ensure 
that the purchasing section is continu- 
ously aware of changes in specifica- 
tions, substitutions of materials and 
the impact of the myriad details 
which affect the materials supply 
position, particularly in assembly and 
fabricating operations. 


In addition to the continuous activ- 
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ity of maintaining a balanced materials 
procurement and supply program, 
certain other functions are logical to 
the planning section. The exercise of 
these may well require the services of 
a number of technically qualified 
specialists. Decisions to make or buy 
can be made only after thorough and 
objective evaluation of all the factors 
involved. Closely related to this fruit- 
ful area of planning is the continuous 
investigation of the various alterna- 
tive types of materials and designs 
from which must be selected the most 
suitable combination — in terms of 
utility, quality, and price — to pro- 
duce the best end-product for the 
company’s market at the lowest cost. 


Studies of this type — commonly 
referred to as value analysis — have 
been defined in an article by Stanley 
S. Miller in the January 1955 issue of 
the Harvard Business Review as the 
“method of investigating materials re- 
quirements to ensure that perform- 
ance, ultimate: cost, and the availabil- 
ity of supply are in proper balance”. 
Mr. Miller says: “The concept of value 
hinges on the relationship between 
quality and cost in the materials pur- 
chased from outside suppliers. The 
purpose is to reduce expenditures and 
improve product design by revising 
the specifications for materials or 
changing the means of supply. In 
effect, the notion of highest quality 
as an absolute standard is rejected 
and replaced with a practical idea of 
the quality best suited for the price 
range and design problems of a par- 
ticular company’s products.” 

There is steadily increasing recogni- 
tion by the managements of many 
companies of the benefits to be de- 
rived from the work of a well-quali- 
fied “value analysis” team. The rela- 
tively detached atmosphere which is 





a requirement for this type of work 
is provided in the planning section of 
a materials and supply department. 

A good deal of information has now 
been published on the application of 
operations research techniques to the 
problems of inventory management. 
The complex variety and number of 
factors involved in determining the 
most economical order quantities and 
re-order points are particularly sus- 
ceptible to the use of advanced math- 
ematical and statistical techniques to 
achieve a more precise balancing of 
the factors which will produce minim- 
al costs. The development of scien- 
tifically determined order quantities 
and re-order points neither precludes 
the use of judgment nor is intended 
to be a substitute therefor, but does 
provide management with an ex- 
tremely sharp tool in further applying 
the well-known “principle of excep- 
tions”. Departures from the “stand- 
ards” developed through the opera- 
tions research techniques, and the rea- 
sons for them, produce a sort of 
“three-dimensional” system which 
greatly facilitates and simplifies man- 
agement decision-making. 

The foregoing outline of some of 
the functions of a planning section is 
illustrative rather than comprehensive. 
There are many other areas of ma- 
terials management that will benefit 
from detached study by trained and 
experienced analysts. 


Purchasing 

The purchasing function in the 
average company is so well known 
as to require, on the surface, no 
definition. But the duties and respon- 
sibilities of purchasing departments 
cover an extremely wide range, from 
company to company, depending on 
many factors. The purchasing agent 








in some companies is simply the chief 
buyer; in other companies he may 
carry out most, if not all, of the 
functions described in this article as 
pertaining logically to the office of a 
vice-president—materials and supply. 
Under the latter concept, as visual- 
ized herein, the purchasing section 
becomes the unit responsible for 
negotiating with suppliers, placing 
orders, following up and expediting 
deliveries, and ensuring that the terms 
and conditions of the purchase order 
are met. Intimate knowledge of ma- 
terials, awareness of sources of 
supply, understanding of the policies, 
practices and even the facilities of in- 
dividual suppliers, and, perhaps most 
important, innate skill in carrying on 
negotiations, are the key activities of 
individual purchasing agents, and 
thus of purchasing sections. 

In the organization of a materials 
and supply department, as herein out- 
lined, the purchasing section is freed 
of the extraneous activities often as- 
sociated with it and is enabled to con- 
centrate on its main function: that of 
procuring materials of the specified 
kind at the lowest available price for 
the desired quality for delivery upon 
the date scheduled. 


Stores 

The prime functions of the stores 
section of a materials and supply de- 
partment relate to the physical move- 
ment, custody, and control of all 
classes of material within the plant. 
A well-organized stores section oper- 
ates very much like a factory within 
itself. Its objective is to arrange and 
operate the receiving, storage and 
issuing facilities so as to minimize 
handling and in-plant transportation 
costs and ensure that the materials 
required by the manufacturing de- 
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partment are delivered to it in the 
specified quantities, at the times 
scheduled, to ensure an uninterrupted 
production schedule. 


The stores section is also charged 
with the responsibility of ensuring 
that adequate security measures are 
enforced to prevent pilferage and 
theft. In this objective a well-de- 
signed records system plays an im- 
portant part — but it is questionable 
whether responsibility for maintain- 
ing it belongs to the stores section. 
Opinions vary as to the nature and 
extent of the paperwork which is 
logical to a stores section. The pro- 
cessing of at least two key documents, 
the receiving report and the issue re- 
quisition, is generally regarded as 
minimal. In more and more com- 
panies the trend is to have the paper- 
work of a stores section reduced to 
just this minimum. The maintenance 
of stock records showing on-hand bal- 
ances, order positions, etc. is usually 
more efficiently performed elsewhere. 
It is not essential, and is in fact often 
distracting, for the manager of a 
stores section to be responsible for 
supervising the clerical work of main- 
taining stock cards. It is much more 
important for him to concentrate 
his attention on the maximum utiliza- 
tion of available storage space, the 
most efficient methods of storing, 
handling and transporting materials, 
making certain that the requirements 
of the manufacturing department are 
being met effectively, and that goods 
in stock are not misappropriated. 

The responsibility for inspection 
of incoming materials, both for qual- 
ity and quantity, is commonly assign- 
ed to the stores section except for 
certain types of material where test- 
ing requires the application of special- 
ized technical skills and equipment. 
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The inspection of finished products, 
however, is rarely the responsibility 
of a stores section, more properly 
being assigned to the manufacturing 
department or in some instances to a 
separate inspection unit reporting di- 
rectly to the general manager. But 
the physical shipping and storage of 
finished and semi-finished products is 
logically a stores function and usually 
a large and important part of the 
stores manager's activities. 


Control 


Under the concept of an integrated 
materials and supply department or- 
ganization, the control functions be- 
come highly significant. Where the 
purchasing and stores sections are 
primarily the department’s operating 
units functioning in accordance with 
laid-down policies and procedures, 
and the planning section is primarily 
a coordinating and analytical activity, 
the control section becomes the centre 
responsible for the processing of data 
and the production of statistical and 
financial reports in accordance with 
a preconceived plan. 


To the control section flow the 
documents originating in the purchas- 
ing and the stores section. From it 
flow reports to each of these sections, 
to the planning section, and to other 
departments throughout the company. 
The maintenance of stock records, 
showing quantities on hand and on 
order for those classes and types of 
material which warrant this treat- 
ment, is usually a key activity of the 
control section. Financial control ac- 
counts for each class of materials are 
maintained by the control section and 
in total must agree with the controls 
in dollar values maintained in the 
accounting department. Purchase his- 
tory cards are posted from source 
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documents originating in other sec- 
tions to be available for the use of 
the purchasing section on request. 
Usage reports — in dollar values for 
the information of user departments 
and for the use of the accounting de- 
partment, and in quantities by classes 
of materials for strategic and major 
items for the use of the planning 
section or the manufacturing depart- 
ment — all are prepared in the con- 
trol section. Reports of slow-moving 
materials, quantities ordered in excess 
of standard, variances from estab- 
lished standard prices, and materials 
up for re-order are typical of the 
types of data continuously being furn- 
ished by the control section to the 
various departments and sections and 
officials concerned, in accordance with 
carefully designed procedures. 


The usual process of matching in- 
voices, purchase orders, and receiving 
reports, a function of the accounting 
department in many companies, be- 
comes, under this organizational con- 
cept, a function of the control section. 
In the application of the concept, care 
must be taken to ensure that the 
principles of effective internal ac- 
counting control are maintained. 
Thus, it is essential that the pro- 
cedures of the control section receive 
the approval of the comptroller and 
that measures be taken through in- 
ternal audit or other means of phys- 
ical observation, to ensure that the 
procedures are operated as laid down. 


The verification procedures to en- 
sure that stocks physically on hand 
agree with the balances shown in the 
records maintained in the control sec- 
tion are a further responsibility of 
that section. Requests for a periodic 
count of specific items are issued by 
the control section to the stores sec- 
tion in accordance with a predeter- 








ORGANIZING FOR MATERIALS CONTROL 


mined policy and plan. Physical 
counts are compared with the records, 
discrepancies investigated, and ad- 
justments of records made as neces- 
sary with requisite managerial ap- 
proval. 

In short, the control section is the 
paperwork factory of the materials 
and supply department, maintaining 
the necessary records, and furnishing 
the required reports to management, 
under fully coordinated and _ in- 
tegrated procedures, with maximum 
efficiency and minimum cost. 


Conclusion 

The organizational concept which 
has been outlined for achieving and 
maintaining effective control over ma- 
terials in the average manufacturing 
company appears simple, possibly de- 
ceptively so. A study of the materials 
control function in many large and 
small companies has produced evi- 
dence that the close coordination and 
unified direction of all logical and re- 
lated aspects of the function, which is 
the aim of this plan, is virtually non- 
existent in some companies and far 
from satisfactory in most companies. 
Few companies are endeavouring 
seriously to apply such analytical tools 
as value analysis and operations re- 
search to minimizing the costs of ma- 
terials and of inventory management. 
Many companies still maintain full 
stock record systems for low-value 
items which in total may account for 
as much as 80% of the paperwork and 
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as little as 20% of the inventory value. 
Duplicate detailed inventory records 
— one in quantities in the stores sec- 
tion and the other in dollar values in 
the accounting department — are still 
maintained in all too many com- 
panies. Inefficient materials handling 
methods and poorly designed stores 
layouts are adding hundreds of thou- 
sands of dollars unnecessarily to the 
cost of Canadian manufactured pro- 
ducts. Purchasing agents are continu- 
ously harassed by a multitude of 
problems which are not logical to 
their basic function and which they 
should not be expected to solve. Sur- 
plus and obsolete materials, costing 
millions of dollars, are being written 
off annually, or, worse still, are taking 
up expensive and much needed stor- 
age space because of lack of effective 
planning, poor ordering, and_ in- 
efficient control and management re- 
porting procedures. 

The organizational plan for control- 
ling materials and supplies, which has 
been the theme of this article, is not 
proposed as a panacea for all ills. But 
the key features of it — involving a 
high degree of coordination between 
all interested departments and the 
facilities to achieve it, the recogni- 
tion and integration of all logically 
related functions under unified direc- 
tion, and the emphasis placed on care- 
fully designed planning and control 
techniques and procedures — may 
well form the concept that can pro- 
duce the best results, 








More Professional Education 


LAWRENCE G. MACPHERSON, F.C.A. 


THE SUBJECT OF EDUCATION is very 
much like the subject of weather. 
Both are presented to us in a variety 
of forms, and while we have learned 
to insulate ourselves from the un- 
wanted varieties, we know that we 
need a wide range of both for a full 
life. Like the weather, too, education 
is a subject on which everyone has 
opinions, and even the experts some- 
times demonstrate that their opinions 
are no better than the layman’s. 


The fact that the subject of post- 
graduate education for chartered ac- 
countants has been made a topic of 
the 1959 annual conference of the 
Canadian Institute is a result of a 
growing interest in continuing educa- 
tion in the professions generally. 

Formal education has, for centuries, 
been recognized as essential for pro- 
fessional accounting; but only recent- 
ly has the need for continuing formal 
education, after qualification for the 
profession, become a matter of gener- 
al concern. If we agree that the 
young chartered accountant, and in- 
deed the older member as well, needs 
more for his development than can be 
provided by the experience he may 
gain over the years, then we must 





acknowledge the need for continuing 
education, and our problem is to 
determine what can be done effective- 
ly, and how to make provision for it. 
We can have endless debate as 
to the breadth and depth and scope 
of a program, and the ways and 
means of carrying it out. Somehow, 
the choices must quickly be narrowed 
down to what is practicable and good, 
or we may find that all that is de- 
veloped is our debating skill. 


On the assumption that Institute 
sponsorship is essential to a success- 
ful program, we can eliminate formal 
schemes for the purely cultural edi- 
fication of accountants. Courses in 
ancient history, philosophy, or arche- 
ology are doubtless of great value to 
all of us, and much sought after; but 
they are hardly the responsibility of 
a professional Institute seeking to fill 
the need of post-graduate education. 

The individual accountant will, of 
course, be a better accountant as a 
result of any vigorous study he under- 
takes, but the Institutes have a direct 
responsibility only in the fields of ac- 
counting and financial theory and 
practice, including the related areas 
of knowledge and understanding that 
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are fundamental to the whole range 
of accounting services. 


Institute Responsibility 

As a professional association, the 
Canadian Institute has a responsibil- 
ity not only to encourage, but also 
to give support to, all reasonable 
means of satisfying the needs of its 
members for information, for under- 
standing, and for the development of 
their competence and satisfaction in 
the profession. 


An extensive program of graduate 
education for chartered accountants 
might conceivably provide a vast ar- 
ray of offerings, including evening 
courses, reading lists, correspond- 
ence courses, study conferences, short 
seminars, and l-year or 2-year full- 
time university courses. But some of 
these possibilities are not well suited 
to the needs of professional adminis- 
trators or practitioners. 


Already, a vast amount of published 
material is being provided for ac- 
countants. The Canadian Institute 
has produced, and will certainly con- 
tinue to produce, such a volume of 
valuable material that few members 
can fairly boast that they have read 
it all, nor that they have even read 
all they would like to read. Through 
the Canadian Tax Foundation, a 
steady flow of practical and profound 
publications on taxation reaches the 
hands of any member of the Institute 
who wants them. A wealth of liter- 
ature is available, too, from other ac- 
counting bodies in Canada and in 
other countries, from commercial tax 
services and publishing houses, from 
management associations, law  so- 
cieties and many others. Most ac- 
countants must feel that they could 
make good use of the services of a 
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private librarian who would wisely 
select for their serious reading just 
those items that they cannot afford to 
miss. 

This is not to say that we have 
enough material available, or that 
nothing is lacking. The world, and 
the accounting world with it, moves 
too fast for that to be the case. But 
it does mean that the educational 
needs of qualified chartered account- 
ants are not going to be satisfied by 
any flood of literature designed to 
keep us all equally informed of the 
latest developments in accounting 
principles or automatic data process- 
ing. Something more than a busy 
printing press is needed for good 
education at any level. 

Undoubtedly, no single method 
will meet the needs of all individuals 
for continuing professional education. 
Some will be satisfied with private 
selection and study of the material 
now available in books and profes- 
sional and business journals; some, 
especially in industry, already have 
access to management conferences 
and executive development courses 
offered each year across the country; 
some are being well served by the 
conferences and study groups organ- 
ized by large firms of chartered ac- 
countants; and some are faithful fol- 
lowers of the technical sessions pro- 
vided at the annual conferences of the 
Provincial and Canadian Institutes. 


For most members, however, this is 
not enough, if they are to have ade- 
quate facilities and encouragement 
for that continuous broadening and 
deepening of knowledge and under- 
standing that they desire. A quick 
look at some of the methods of ad- 
vanced studies may help to narrow 
down the considerations to the work- 
ing level. 
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Methods of Advanced Studies 


Most chartered accountants in Can- 
ada have been raised on education by 
mail, so far as their studies for ad- 
mission to the profession are con- 
cerned, and it is only natural that this 
method might suggest itself for “post- 
graduate” course work. A moment’s 
reflection, however, will dispose of 
this suggestion, for while that method 
has been eminently successful in serv- 
ing the needs of students-in-accounts, 
it would be doomed to failure at the 
graduate level. 


Another possibility is presented by 
the establishment of evening courses. 
For these, also, the prospects of suc- 
cess do not seem to be the best for 
advanced studies. Each session has to 
meet the competition of other de- 
mands on the participant’s time; the 
sessions may suffer from a long gap 
between meetings of the group; cases, 
problems, and reading assignments 
tend to suffer from inadequate prep- 
aration; a continuity of intensive effort 
is difficult to maintain, and, without 
it, an advanced course is likely to 
slip into a soft, lower key which may 
be soothing and entertaining, but 
hardly stimulating and rewarding in 
a professional or intellectual sense. 


The methods so far considered do 
not necessarily suffer the defects sug- 
gested, but they will almost certainly 
do so in the absence of a guiding 
genius of unusual brilliance. Continu- 
ing education of a formal nature is 
most likely to reach its goal if some 
other vehicle is chosen for the trip. 


Private Study Insufficient 

Before considering a positive sug- 
gestion in this regard, we should ask 
why anything more than practical 


experience and private study are 
needed by the busy chartered ac- 
countant in practice or in industry. 
Practical experience is essential to full 
development, but it is not enough; nor 
is emergence into the status of a 
qualified professional sufficient for the 
man who would give reality to the 
promise that is in him. Today’s 
frontiers are tomorrow’s vineyards, in 
business as in agriculture; and the ac- 
countant who depends for his de- 
velopment on his own practical ex- 
perience may find that he is like the 
vintner who neglected to learn of 
Louis Pasteur’s discoveries, and so 
continued to lose much of this fine 
wine through lack of proper pasteur- 
ization. 


Private study, also, is an essential 
habit; but, by itself, too often it 
suffers from a lack of skilled guidance 
and the enlightening experience of 
testing one’s knowledge and views 
against those of others with equal or 
superior backgrounds in the subject. 
The sharing of experience, the ex- 
change of ideas, and the meeting of 
minds, which are to be found in study 
groups under able leadership, pro- 
vide something that is not to be ob- 
tained in private study alone. That, 
no doubt, explains why business man- 
agement has turned, with enthusiasm, 
to short and intensive study confer- 
ences and resident courses as an im- 
portant part of executive development. 
This is an experience of others in the 
field of continuing education which 
can serve as a guide to accountants; 
indeed, it is a challenge we can ignore 
only at the risk of finding that the ac- 
counting profession has not kept pace, 
educationally, with the opportunities 
that are being seized and used by 
other professions and by business ad- 
ministrators in increasing numbers. 
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Study Conferences 

Enough experience is available to 
make possible a series of resident 
study conferences, which could be 
such stimulating and _ rewarding 
events that the demand would stead- 
ily expand. Those who have not par- 
ticipated in such affairs may well be 
sceptical of this promise; but I sug- 
gest that they drop the view, for a 
moment, that this is something that 
might be good for Joe, who has not 
been getting along very well anyway, 
and think, instead, of what a week or 
more might do for themselves, away 
from the pressures of the office and 
the happy demands of family life, in 
an atmosphere of intellectual refresh- 
ment, exploring the views of recog- 
nized leaders in fields that are import- 
ant to them, and re-examining their 
own viewpoints and understanding. 
If that has no attraction, let us then 
vegetate in peace. 


Study conferences and _ seminars 
could be organized on both a nation- 
al and regional basis. Depending on 
scope and objectives, they might run 
from two or three days to two or 
three weeks, with longer courses a 
possible prospect for the future. In 
short courses of this kind, something 
like 50% of the value of the scheme 
is typically derived from the informal 
association of participants. Accord- 
ingly, if the best results are to be 
sought, the condition of attendance in 
residence should be mandatory. 


In many of our universities, remark- 
ably good physical facilities are to be 
found, and the Institutes can count 
on the full cooperation of the uni- 
versities not only in regard to the use 
of lecture theatres, seminar rooms, 
residences and dining halls, but also 
in providing administrative assistance 
and program participation. The uni- 
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versities can hardly be expected to 
assume a financial obligation in this 
matter, but they are in good position 
to join with the Institutes in a co- 
operative plan. 

We can be confident, also, that 
leaders of high quality can be found 
for each program. There are great 
resources of talent to be drawn from 
the 8,500 members of the Canadian 
Institute alone, and our colleagues in 
other countries, especially in the 
United States and Great Britain, can 
also be called in on occasion. The 
legal profession, the universities, and 
consultants and administrators in 
many fields will provide for a 
broadening of subject matter, or a 
range of specialized knowledge, as 
the need is recognized. 


Accountants are busy people, and 
they face the dilemma of professional 
people in general. That dilemma is 
the need for continuous development, 
and a seeming lack of time and re- 
sources to sustain it. But the account- 
ing profession cannot and will not fail 
to resolve this problem. As a young 
profession, it has already shown its 
strength and vigour in the way it has 
established a reputation for com- 
petence and independence in_ its 
members. It has an opportunity, now, 
to reach the forefront of the profes- 
sions in individual and collective sup- 
port of a broadening program of con- 
tinuing education for its members 
which will extend their development 
from the day of admission, up to the 
point where even the most insatiable 
appetites for learning begin to show a 
lack of interest in the dessert courses. 


Suggestions for Topics 

As to specific subject matter for 
a program of continuing education, 
the field is so large that it is hardly 
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necessary to make any proposals at 
this stage. But lest it be charged that 
we have discussed a subject without 
any subject matter, a few brief sug- 
gestions may be permitted. 

Accountants, for example, are 
seldom tempted to claim ultimate ex- 
cellence in the use of language to ex- 
press the complex affairs for which 
accounting reports must speak, and 
few accountants would fail to benefit 
from further study and discussion of 
the problems of report writing and 
the means of communication in gen- 
eral, 


Auditing, of course, is not a static 
art, and refresher courses in changing 
practices and new developments 
would be valuable. For example, 
electronic accounting introduces a 
sense of inadequacy for many aud- 
itors, whose proper self-confidence 
might be restored by a well-conceived 
short course. 


Few auditors would care to express 
their opinions today on the value of 
statistical sampling methods in audit- 
ing; but here is a subject on which 
much has been written already, and 
which is crying for further study. In 
regard to mathematics, also, it is fair 
to ask whether accountants are going 
to be allowed to continue to boast 
that all that is required is simple 
arithmetic, while the old and still 
popular notion of the accountant as 
a mathematical wizard is regarded as 
a huge joke, nonetheless secretly 
gratifying; or are the disciples of the 
newer mathematical tools such as 
linear programming to be allowed to 
take over the vital role that account- 
ing has held in planning and control? 
If that should happen, accounting will 
surrender the remarkable position it 
has attained in the business world 
over the past 25 years, and it will 


become a dessicated body of recorded 
events. 

The administration of a profession- 
al practice is a field which, in a 
special way, lends itself to study by 
the qualified accountant. Here is an 
area that raises many problems for 
the young practitioner, and for some 
not so young. The whole profession 
would benefit from a program of sem- 
inars which would demonstrate that 
management consulting, like charity, 


should begin at home. 


Education for Management 

There is another type of subject 
matter to be considered. We some- 
times hear it said that while 48% of 
the chartered accountants in Canada 
are in careers other than public ac- 
counting, the young C.A. is often de- 
ficient in preparation for those other 
careers. That is a proposition which 
raises a question as to why, if it is 
true, so many chartered accountants 
are sought after and employed in 
those other fields. It is more correct 
to conclude that the profession is 
doing an excellent job of training and 
educating its students for a wide 
variety of careers. Improvements are 
always to be sought after, but no 
preparation of students, whether in 
the schools, in the universities, or in 
the qualifying professional courses, 
can bring the education of the candi- 
date to completion. 

The business world has a great 
need for accountants who are skilled 
in managerial accounting, including 
the forward-looking function of plan- 
ning, control, and decision making. 
Accountants in public practice as well 
as accountants in management need 
to see that accounting records are 
more than a history of events; many 
accountants have learned that ac- 
counting data, skilfully processed and 
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MORE PROFESSIONAL EDUCATION 


used, can provide a vital force in 
management, and they will never be 
satisfied with a brand of accounting 
which provides too little for the 
evaluation of performance or which 


fails to provide information and 

analysis needed in planning future 

action. 

This is a professional use of ac- 
counting resources by qualified ac- 
countants, in practice or in manage- 
ment, which should be fostered at the 
“graduate” level, in such a way that 
accountants in both of these fields will 
advance together, in mutual under- 
standing and respect. 

There is a wide field of managerial 
accounting and financial management 
waiting for intensive development by 
the professional accountant. Whether 
he is making his career in manage- 
ment, or in public practice, a broad 
area of study awaits him; and in some 
particular sections he will find an in- 
terest which demands intensive pur- 
suits. A list of topics can be only 
suggestive, but it may be used to 
stimulate ideas as to better subject 
matter for further study. Perhaps 
some of the following topics represent 
grey areas for many of us who have 
not had much of a specialized experi- 
ence: 

1. The organization and mechaniza- 
tion of office procedures, includ- 
ing integrated and electronic data 
processing. 

2. Budgetary controls, especially the 
forecasting and controlling of cash 
flows, the use of flexible operating 
budgets to sustain responsibility in 
management, and the mathematics 
of fixed asset expansion and re- 


placement decisions in capital 
budgeting. 
3. Financial management — _ long- 


term capital financing, the man- 
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agement of working capital, the 
impact of changing price levels 
and interest rates on financial 
planning. 


4, Tax implications of management 
policies. 


5. A series of special problems in 
costing and the administrative 
uses of costs — the implications of 
direct costing; the setting of 
standards in standard costing and 
the use of variance analysis in the 
control of factory operations; use- 
ful cost concepts for alternative 
choice problems, involving sunk 
costs and opportunity costs, differ- 
ential costs versus average costs, 
etc. 


Many topics such as these are 
worthy of further study by chartered 
accountants in management careers 
or in practice. In several of the areas 
mentioned, group study and discus- 
sion, permitting the exchange of 
views and the sharing of experience, 
provide the best means of developing 
the problems involved, the appropri- 
ate methods of attacking the prob- 
lems, and the formulation and testing 
of possible solutions. A short but in- 
tensive educational experience of this 
kind can produce results for the ma- 
ture, qualified participant which 
might otherwise be gained only in 
years of practical experience. An old 
aphorism tells us that “experience is 
the best teacher”, but this is true only 
if we acknowledge that experience in- 
cludes education as well as practice. 


The strength of chartered account- 
ants rests on their professional stand- 
ards as much as on their technical 
proficiency. High standards of char- 
acter, independence, ethics and re- 
sponsibility are at least as important 
as high standards of training in the 
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necessary skills. The profession has 
achieved its stature by a jealous re- 
gard for the maintenance of high 
standards, including a firm determina- 
tion to maintain proper standards of 
admission while providing the means 
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Those same standards are the best 
assurance that if a program of post- 
graduate education for chartered ac- 
countants is a real need in the pro- 
fession, the problem will be attacked 
seriously and wisely, and _ resolved 
with sucess. 


for worthy candidates to qualify. 


Research Committee Clarifies Bulletin No. 17 


Since the release of Bulletin No. 17, several members have questioned 
the propriety of the recommended form of auditor’s report on the grounds 
that it does not include certain specific information legally required by the 
presently existing companies acts. The Research Committee thought that it 
had covered the point of possible conflict with legal requirements in para- 
graph 13 of the bulletin which states that “the form of report .... may be 
modified to fulfil . . . . the requirements of companies acts”. However, it was 
felt that a brief explanation of the Research Committee’s thinking on this 
matter might clarify the issue. 

In drafting a form of auditor’s report to recommend to members, the Re- 
search Committee faced a particular problem in treating actual legislative 
requirements. It recognized that there were several dangers in adopting 
wording from statutes. To begin with, variations exist between different acts. 
But more important was the possibility that, if wording from one of the acts 
was incorporated in the form recommended by the Research Committee, it 
would be difficult, when a specific act was being amended, to press for im- 
proved wording in view of the recommendations on record by the C.I.C.A.’s 
Research Committee. 

Therefore, the committee decided that it should recommend the wording 
it thought best and that the matter of modification to satisfy legal requirements 
should properly be left to the judgment of the auditor in each case. He 


should consider what amendment to the recommended form is desirable in 
view of legislation. Some differences might be so trivial as to be ignored, but 
where matters were important, the auditor would presumably follow the legal 
requirement and amend the recommended form accordingly. 
GERTRUDE Mutcany, C.A. 
Research Associate. 











Management 
Reporting 


G. H. COWPERTHWAITE, C.A. 





MANy ARTICLES have been written on 
the subject of management controls. 
These have referred to the importance 
of organization, planning, personnel 
policies and other matters. These 
management tools are, however, of 
little value to an organization without 
adequate communication. In_busi- 
ness, it is the problem of communica- 
tions which so often gives rise to miss- 
ed opportunities, inadequate profit 
control and declining profit margins. 


In essence, management reporting 
implies the preparation of internal re- 
ports on past performance, interpreted 
in a manner to stimulate decision- 
making by management. Reports are 
the means of coordinating the activi- 
ties of an organization for review, dis- 
cussion and policy determination. 
Such reports can range from daily 
analysis of materials, labour utiliza- 
tion and salesmen calls reports, to an- 
nual reports on certain phases of busi- 
ness activity. They include both f- 
nancial and operating reports. The 
number of reports in use in business is 
frequently voluminous. They are, 
however, like the “house that Jack 
built”, added to piecemeal and often 
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not related one with the other. Ne- 
glect of the reporting structure can 
prove costly in times of recession or 
rapid expansion in the country’s econ- 
omy. 

Management usually wants more 
concise, timely reports, yet is frus- 
trated in its attempts to obtain these 
from the accounting function. Re- 
porting being a vital link in sound 
management control, a poor standard 
of management reporting results in 
control that is at best haphazard. 


Trends in Management Reporting 

In the past, business did little con- 
cerning management reporting. Fre- 
quently, the auditor produced the 
profit and loss account annually with 
management unaware of results dur- 
ing the year. This was succeeded by 
a need for some periodic report, pos- 
sibly on a quarterly basis. In addi- 
tion, advanced companies commenced 
some comparison, such as with the 
last operating year or a predetermin- 
ed budget. 


In the past decade, this situation 
has been superseded by monthly man- 
agement reports being prepared by 
the 15th of the month or at an earlier 
date in more progressive companies. 
The development of budgets has gain- 
ed wide acceptance as a means of 
measuring performance against a pre- 
determined plan. Reports have been 
“aimed at people”. This step recog- 
nizes the fact that the first line of 
supervision controls the great major- 
ity of expense and should receive in- 
terpreted reports to assist in expense 
and activity control. At the same 
time, it recognizes the inadvisability 
of expense allocation on an arbitrary 
basis for expense control purposes. 


What of the future? Already there 
are signs that the present methods are 
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becoming outmoded. The 15th is 
frequently too late and more com- 
panies want flash reports by the sec- 
ond working day. In the future, it is 
probable that reports will be issued to 
all who control expense, and effici- 
ency in expense control will be a key 
factor in promotion considerations. 
We shall probably see the full inte- 
gration of variable budgets and a con- 
tinual revision of the total planning 
process. Lastly, mechanical equip- 
ment, both punched card and elec- 
tronic data processing, will be used to 
speed management reporting. 


Reporting and the Organization 

The trend in reporting is towards 
“area of responsibility” control. Using 
this technique, the reporting structure 
follows the organization chart. It is 
designed to report to members of 
management at the various organiza- 
tional levels on how they have per- 
formed, compared with what was ex- 
pected of them as established in the 
form of a budget or other yardstick. 
This does not necessitate disclosure 
of total profit information, which can 
remain as closely held as is desired; 
rather, it indicates only expenses in 
those areas where the supervisors or 
members of management can control 
and be held accountable for adverse 
or favourable trends. It is the con- 
trol feature which is important. Cost 
reports which follow the organization 
chart assist in this control function 
and create a favourable climate for 
the management team approach. 


Major Elements of Reporting 

Ignoring the many minor matters 
important to the preparation of re- 
ports, the following must be included 
if a system of management reporting 
is to be effective: 
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Timeliness 

Clarity 

Simplicity 

Incorporation of yardsticks 


Variance analysis. 


Timeliness 

Eighty percent accuracy in a 
prompt reporting system is of greater 
value to management than 90% ac- 
curacy in reports that are prepared 
later. Too often the accountant’s de- 
sire for accuracy, which can never 
be completely achieved, frustrates 
management's desire for information 
on which to base policy decisions. 
Any system of reporting that does not 
produce information by the 8th work- 
ing day needs improving. 


Clarity 

All too often, accounting manage- 
ment fails to recognize that reports 
are not directed to those with formal 
accounting backgrounds. The use of 
jargon, accounting terminology and 
other expressions frequently frustrates 
and detracts considerably from the 
value of reports. Above all, reports 
must be clear and readily understand- 
able. Negative cash flow is better 
described as “going broke”, if that is 
the type of language that appeals to, 
and is understood by, management. 


Simplicity 

In the average operation, it is the 
thousands of dollars that are import- 
ant. At best, the inclusion of dollars 
and cents only shows that the ac- 
countant has balanced the reports. 
Management, however, is prepared to 
assume that reports are balanced and 
does not require written proof. Simi- 
larly, reports should not be cluttered 
with unnecessary figures. It is the 
key items that count, and plenty of 








MANAGEMENT REPORTING 


white space highlights these and 
makes a report more readable and 
easier to understand. 


Yardsticks 


Any report that is measured against 
a predetermined plan or yardstick of 
measurement increases in value. It 
enables a quick analysis to be made 
of the efficiency of the month’s per- 
formance without the mental reserva- 
tions necessary if no such measure- 
ments are included. Management by 
exception is being accepted as of in- 
creasing value in both large and 
small companies. A budget depart- 
ment is not needed for a simple pro- 
jection which, month by month, will 
permit comparison of performance 
against a pre-determined plan. No 
management report issued without 
some form of yardstick is fully effec- 
tive in helping management to con- 
trol an operation. 


Variance Analysis 

The use of yardsticks and area of 
responsibility reporting techniques ne- 
cessitate an analytical function on the 
part of the accounting group. Again, 
the reports directed to operating 
management need simple, clear ex- 
planations to assist in control and per- 
mit the accounting function to be of 
service to operating management 
which is its main objective. 


Types of Management Reports 


It is not practical to list more than 
a representative selection of manage- 
ment reports. There now follows de- 
tails of a few that may be said to as- 
sist management in controlling an op- 
eration. However, reporting systems 
must be tailormade to be effective. 
The needs of companies, even in the 
same industry, differ and, to some ex- 
tent, are dictated by the training and 
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method of operation of top manage- 
ment. 


Financial Reports — directed to top 

management. 

1. Tabular balance sheet with com- 
parisons from the last audited bal- 
ance sheet and a difference col- 
umn giving a moving picture of 
the source and application of 
funds on a monthly basis. 

. Condensed profit and loss account 
showing month and year to date 
figures, which are compared to 
budget. This report should be 
prepared by both area of respon- 
sibility and type of expense. The 
former provides a bird’s eye view 
of the operation by function and 
the latter by major expense cate- 


gory. 


Departmental Operating Reports—di- 

rected to department heads. 

1. Reports of expenses by major de- 
partments analyzed by area of re- 
sponsibility for sections within the 
department and type of expense 
for the department overall. Again, 
these reports should contain month 
and year to date figures with a 
comparison against budget. 

. Various reports of overhead ab- 
sorption and other statistical data 
may well be required, depending 
upon the nature of the operation. 


Section and Cost Centre Reports — 
directed to the first line of supervision. 


Reports on Variable Expense — di- 
rected to the section head concerned 
or cost centre foreman. 


The above are a few examples of 
the many reports required by a 
modern organization. They are direct- 
ed to all who can effectively control 
costs. 
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Report Presentation 

The physical design of reports is 
often haphazard following the tradi- 
tional debit and credit format. Con- 
siderable thought should be given to 
establish a format that makes reports 
readily understandable. Examples of 
trends in report presentation are set 
out in the illustration below. 


Frequently, percentages, ratios and 
“traditional comparisons”, such as 
ratio of current assets to current 
liabilities, are added in appropriate 
places. These, to a great extent, de- 
pend upon the needs of management; 
it is frequently stated that percent- 
ages are a personal matter, demanded 
by one and disliked by another. 


Graphs can be useful to emphasize 
key factors. A leading corporation 
that spent substantial time and effort 
in refining its reporting system com- 
bined most effectively a top manage- 
ment report with a series of graphs. 


Operational chartrooms are prob- 
ably a technique for larger corpora- 
tions that will win support in the 
future. Some companies keep re- 
ports, drafts, charts and other data on 
the controller’s wall and hold man- 
agement meetings to review data in 
these rooms. This technique can be 


Month 


Budget | Actual 


Description 
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valuable, particularly in the case of 
a widespread and complex organiza- 
tion. 


Interpreting Reports for Management 


Analytical comments have previous- 
ly been advocated. The present prac- 
tice in many companies is for a mass 
of reports to be directed to manage- 
ment by accountants who adopt a 
“find out for yourself what happen- 
ed” attitude. The meaning of a man- 
agement report should never be ob- 
scure; the significance may be. Herein 
lies the skill required in the develop- 
ment and design of management re- 
ports. The significance of a report lies 
in the interpretation placed on the 
information which it contains. This is 
a management skill. To the fullest ex- 
tent possible, however, management 
reports should be designed so that in- 
terpretation is made easy and man- 
agement’s attention is focussed only 
on those matters requiring action. 
The accounting function is a service 
and this includes adequate interpre- 
tation. The chief accounting officer 
should review, analyze, and make 
comments when he forwards reports 
to management for their use. This 
saves valuable management time and 
permits problem areas to receive di- 


Year to Date 


Actual | Budget | Gain 


(Loss) 


Month Description Year to Date 


Plus (Minus ) 


Last fear} .sudget} Actual 


Plus (Minus ) 


Actual} Budget |] Last Year 
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immediately. | Comments 


rection 
should be brief and a stereotyped ap- 
proach should be avoided. An in- 
terpretive, analytical report can be an 
invaluable contribution, not only to 
top management, but to all levels to 
whom reports are directed. 





Stimulating Action 

The accounting function’s responsi- 
bility does not cease with the timely 
presentation of reports incorporating 
items referred to thus far. Together 
with other members of management, 
the accountant has a responsibility 
to see that reports are used. Interest 
must be maintained and service pro- 
vided through the interpretation of 
trends and figures. A sympathetic 
accountant can do much to make re- 
ports understood and to obtain action. 
By so doing, he fulfils an advanced, 
but highly important, part of account- 
ing management’s function. 

The points below are important re- 
sponsibilities of accounting manage- 
ment to get action on management re- 
ports: 

1. Maintain interest in the reporting 

system at all levels of manage- 

ment. 

Issue flash figures on sales and 

variances if these are important. 

3. Hold explanatory meetings to re- 
view figures and analyze results. 
(This may be under the direction 
of the chief executive officer). 

4. Go to the line men and see that 

they understand the figures, not 

vice-versa. 

Provide evidence to all levels of 

the organization that the account- 

ing function follows up on figures 

that are provided. 

6. Create management interests in 
budgets and variances. 


bo 
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7. Promote the concept that variance 
explanation should be provided up 
rather than down the organization. 
For example, explanations of ad- 
verse trends should come up the 
organization line before criticism 
goes down the line from the chief 
executive officer. 





Organizing for Timely Report 
Presentation 

Preparation of reports by the 10th 
of the month following requires good 
organization in the accounting de- 
partment. It cannot be accomplished 
by management directive. The sub- 
ject has been written about at length 
and cannot be expanded upon fully 
within the scope of this article. The 
following pointers are well tried, and 
are the key to timely report prepara- 
tion: 

1. Defined duties and responsibilities 
of all accounting department per- 
sonnel. 

2. The use of a chart of accounts 
closely related to the reports to 
be prepared. 

3. Budgets or other yardsticks lined 
up with reports and where pos- 
sible entered in advance of the 
month’s figures. 

4, An established schedule of clos- 
ing dates. These should preferab- 
ly be accompanied by a wall chart 
that records the scheduled and 
actual dates achieved. 

5. Apply estimates wherever actual 
amounts will not be available 
within the time limits established 
for closing. 

6. The use of work simplification 
techniques to prevent month-end 
work peaks as, for example, 
punched card mechanization to 
prepare cost of sales and general 
ledger totals. 
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7. The use of preprinted forms to- 
gether with handwriting and 
photocopying for prompt report 
presentation. 


Summary 

Management reporting, like ac- 
counting, is not an end in itself. This 
article has attempted to summarize, 
rather than to develop in detail, the 
various facets of management report- 
ing. Management reporting is the 
heart of the communications system, 
and depending on the effectiveness of 
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reporting is the control management 
has over an operation. It must be 
emphasized that a reporting system 
has to be tailormade for a particular 
operation. The fundamentals, how- 
ever, are common to small and 
large systems of reporting. Experi- 
ence has indicated that the smallest 
company benefits to an equal extent 
when a good system of management 
reporting is installed. Sound organ- 
ization, planning, budgets and person- 
nel policies, coupled with efficient 
management reporting, are keys to 
successful management controls. 


Who Is to Blame? 


Accountants occasionally express concern about the fact that manage- 
ment consultants are frequently called upon to perform work which is 
within the scope of the accountant’s ability. Who is at fault? The blame 
rests with the individual accountant. True, he cannot solicit business, while 
a professional consultant can. But remember, the accountant is on the inside 
with a full knowledge of the client’s problems. He is in the happy position 
of being able to anticipate problems. The consultant is on the outside with 
the serious handicap of having no detailed knowledge of the client’s affairs 
and is a total stranger. The consultant must do a tremendous sales job to 
overcome these handicaps. I have little sympathy for the accountant who 
loses a potential assignment under these conditions. “By their works shall 
ye know them!” is an indictment of the accountant who is not considered 
for a consulting job. 

An obvious difference in attitude is apparent. My experience with man- 
agement consultants has impressed me with the fact that they are sold on 
the services they render. They are sold on the organization they represent 
and its ability to do a job. They exude confidence in themselves, their 
careers, and the need for their services. They spread their gospel by telling 
people about what they do, and the better ones do not advertise. Many 
accountants seem to feel that if they act in the same way they are unprofes- 
sional. If we have pride in our profession, confidence in our ability, and are 
convinced that we can render valuable services in today’s economy, why 
should we be secretive about it? 

—John W. LaFrance, “Salesmanship in 
Accounting Practice”, The Journal of 
Accountancy, September 1959. 





Canadian and American 
Financial Reports Compared 


THE INTRANATIONAL comparison of 
financial reports has become an estab- 
lished practice for only a little more 
than a decade in the United States 
and for an even shorter period in 
Canada. The first such accomplish- 
ment in Canada was heralded by the 
appearance of Financial Reporting in 
Canada, 1955, a study based upon a 
comparison of the financial reports 
of 275 companies. The initial Amer- 
ican effort, entitled Accounting Sur- 
vey of 525 Corporate Reports, ap- 
peared in 1948. 

Both of these projects represented 
the first fruits of the energetic re- 
search activities undertaken by the 
leading professional accounting or- 
ganization of the respective countries: 
the American Institute of Certified 
Public Accountants in the United 
States and the Canadian Institute of 
Chartered Accountants in Canada. 
The initial vigorous professional re- 
sponse to, and apparent continued 
usefulness of, these studies led to 
their chronological continuation. How- 
ever, certain changes in scope have 
occurred. In 1952 the American study 
expanded to include the published 
financial reports of 600 companies and 
at approximately the same time its 
title was contracted to read simply 


E. J. DEMARIS AND 
V. K. ZIMMERMAN 


Accounting Trends and Techniques. 
The second issue of Financial Report- 
ing in Canada appeared in 1957, in- 
corporating a modest increase in 
coverage from 275 to 300 companies, 
and the third has just been published. 


The second Canadian study covers 
a four-year period (1953-1956) and 
this span of study discloses one of the 
major differences between the Amer- 
ican and Canadian studies: the Amer- 
ican study is now apparently a hardy 
perennial whereas, at least to date, 
the Canadian study is not. 

Unfortunately, absolute standards 
for the relative evaluation of individ- 
ual corporate financial reports do not 
exist. All such evaluations, whether 
on an individual, national or inter- 
national basis, necessarily contain cer- 
tain subjective elements and are there- 
fore subject to some limitations. Yet 
there is much in financial reports that 
allows objective examination and 
evaluation. Even in an area of large- 
ly aesthetic response by the examiner, 
such as report format or styling, the 
range between the best and the poor- 
est of reports is so great that it is un- 
likely that there would not be general 
agreement as to the relative quality 
of the reports involved. Therefore, it 
does seem that useful and interesting 
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conclusions may be derived from a 
study of financial reports. 

To resolve, if possible, some of the 
questions prompted by an interest in 
comparative financial reporting, 50 
reports of Canadian and American 
companies were examined in some de- 
tail. Table 1 (page 523) summarizes 
the data which describes some of 
the characteristics of the reports 
examined. 


Source and Nature of the 
Report Sample 

All of the Canadian annual reports 
used for this study were courteously 
furnished the authors by each of the 
firms upon individual request. The 
Canadian firms solicited by the 
authors were not selected to fit any 
preconceived pattern or bias but were 
chosen at random from a list furnished 
by the Editor of The Canadian Char- 
tered Accountant. All of the com- 
panies included in this comparative 
study were subsequently noted to 
have also been included in the larger 
group of companies used as the basis 
of the continuing study of financial 
reporting practices being carried on 
by the research department of the 
Canadian Institute. 

The Canadian sample was biased in 
one manner, not as to minimum or 
maximum size, but rather in the selec- 
tion of an industry pattern similar to 
that of the American sample. This 
control of the Canadian sample is be- 
lieved to strengthen the validity of 
the direct comparison of accounting 
reporting practices of Canadian and 
American firms because accounting 
variations primarily caused by com- 
paring unlike industries are elimi- 
nated. 

The American reports were selected 
in a random fashion from the vast 
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number of annual reports circulated 
by American corporate units having 
widely held stock ownership. As not- 
ed above, the American reports, after 
their initial selection, were classified 
by basic industry groups to permit 
the easier identification and evalua- 
tion of those accounting and report- 
ing practices peculiar to a particular 
industry alone. 


Features of Canadian Reports 


The typical balance sheet found in 
Canadian reports is quite similar in 
both general appearance and content 
to that found in American corporate 
reports. Certain reminders of the 
English influence upon Canadian 
commercial practices apparently still 
remain; these might appropriately be 
called “legal residues”. For example, 
published Canadian balance sheets 
are signed by two directors as requir- 
ed by the Canadian Companies Acts.’ 
This law apparently had its inspira- 
tion from the English Companies 
Acts. The English custom of insert- 
ing the auditor’s report on the same 
page as the balance sheet, however, 
was observed in only a few of the 
Canadian reports examined. 


Little else of major importance in 
contemporary Canadian balance 
sheets seems to be directly attribut- 
able to English influences. But this 
observation does not in turn warrant 
the assumption that Canadian balance 
sheets are therefore a reflection of 
American accounting and reporting 
practices. Canadian accountants clear- 
ly have made their own approach to 
their reporting problems. For ex- 


1 Section 113, Companies Act, 1934, as 
quoted in Cornelius Arthur Masten & 
William Kaspar Fraser, Company Law of 
Canada, 4th ed., 1941. 
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ample, an interesting feature of the 
Canadian balance sheets examined, 
seldom encountered in those of Am- 
erican companies, was the reflection 
of fixed assets appraisals in the pub- 
lished accounts.? In contrast, all of 
the Amerjcan statements examined 
stated their fixed assets at cost. 


In the area of arrangement of bal- 
ance sheet accounts, it was noticed 
that those preparing Canadian bal- 
ance sheets are apparently not as con- 
cerned about “sideheads” or “cap- 
tions” as American accountants ap- 
pear to be. The latter attempt to 
compress all of the assets accounts in- 
to certain main classifications, usual- 
ly current, fixed and investments. On 
the other hand, Canadian balance 
sheets include many unclassified items 
assigned a tabular rank equivalent to 
the main classifications, such as fixed 
assets. Examples of such items were: 


Cash surrender value of life insur- 
ance 


Due under stock purchase plan 

Shares in other companies 

Inventories of repair parts and sup- 
plies 

Miscellaneous investments 

Mortgages and sundry assets 

Preferred share sinking fund assets 


Accounts receivable from employ- 
ees under agreement of sale. 


The only items in American balance 
sheets carried without the support of 
a separate caption were almost in 
every case intangible assets, typically 


2 Of the 25 Canadian balance sheets exam- 
ined, six carried the fixed assets at ap- 
praised values. Four of these appraisals 
had occurred in the 1920’s when they 
were also popular in the United States. 
Two occurred since 1950, the most re- 
cent in 1957. 





THE CANADIAN CHARTERED ACCOUNTANT, DECEMBER, 1959 


goodwill, trademarks, or patents. The 
adjective “intangible” was seldom no- 
ticed in the American balance sheet. 


The influence of past and con- 
tinuing English commercial ties is 
quite apparent in the Canadian in- 
come statement. If a Canadian com- 
pany wishes to present in its income 
statement sufficient information to 
meet the minimum legal require- 
ments, a statement as illustrated in 
table 2 would result. 


For contrast, an attempt has been 
made to develop a typical American 
statement of income. The results, not 
completely satisfying because of the 
diversity of formats characteristic of 
American reporting practices, appear 
in table 3. 


It is appropriate to note here that 
an interesting and seemingly para- 
doxical trend seems to be developing 
currently in the area of Canadian and 
American income statement content. 
The Canadian profit and loss state- 
ment seems to be progressing along 
lines that suggest a tendency to in- 
clude more and more company finan- 
cial information; on the other hand, 
the present trend in the United States 
seems to be towards the less lucid 
form of income statement often de- 
scribed as the single-step statement. 
A single-step statement normally dis- 
closes only a small number of highly 
aggregative figures. As a result, much 
of the meaning that the statement 
might possess is lost in the process of 
statistical compression. 


Only one of the American reports 
examined failed to reveal the sales 
figure; 11 of the Canadian reports 
examined did report the sales in the 
income statement and, curiously 


enough, 4 other firms that did not re- 
port the sales figure in the income 
statement itself did reveal a sales dol- 
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Table 2 


Canadian Profit and Loss Statement 
(Satisfying Minimum Legal Requirements ) 
THE ULTRALIMITED COMPANY 


Prorir AND Loss STATEMENT 





er a a eae $ xxx 
PARI = TERUTAMIECUS HIOHES) «| oo ae ee cee csc eee beeeeeee xx 
$ xxxxxx 
Less — 
Depreciation (and depletion, if any) ..................... $ xxxxx 
Amortization of goodwill (if any) .................22.2005. XXXxXX 
eo i xxx 
PETE i isha 50 55 a Role Hb Wid 64 KNEE Og D'intes oe eRe OS xxx 
Interest on funded debt .................. 000 cece eee eee XXXX 
FORGIVE SUIRIION 85S 8Sice oi oso bes se enw eve devesey soba’ XXxXxx 
Provisions for income taxes .............. 00000 c ec eeeee XXxx XXXXX 
PROETES® eShop Shiels vee ds no aeb be ES aw aas. Ie xx 
Table 3 


American Income Tax Statement 


(A Composite of Two Popular Arrangements ) 
APPROXIMATION, U.S.A. INCORPORATED 
STATEMENT OF INCOME 


PRINCI 3 coy a cnsvgscad oui ieah sy doits gids Shoah tati tia eat avers sic vaalals arto a. aKaavo eens $ xxxxxx 
Deduct — 
NUNN ONE hoi in ek oS gat oe dale wield we Wa wigihidLe® $ xxx 
Selling and administrative expenses ....................44. Xxxx 
Depreciation and amortization ......................000 005 xxx XXXXXX 


$ xxxxx 
Add — 
PASE EOE las adcieds sed be 040 ES Febws eae ads $ xx 
OREN hic d 6: 0b a adie Vad * Blew Rida win Hare Dedede xx xxx 
$  xxxxx 
Deduct— 
CME BS Sicginid Ys le, oniitasd Raat ck ten ig $:0 Gbetww Kew Og? $ xx 
RUEW NINO oo sais ha eke nee sp oS ee ted Cases tebe eoweaws x XXX 
$ xxxxx 
Peovisions fon Secerel Wiens 1OMES sos 5 we 5 be ee ie da vein dans xxx 
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lar figure elsewhere in the report. In- 
teresting in this regard is the fact that 
the second edition of Financial Re- 
porting in Canada discloses that in 
the sample of 300 reports for the year 
1956, approximately 72% did not dis- 
close any information as to sales; in 
the sample of 1957 reports taken for 
this article, the corresponding per- 
centage is 40. In other words the 
majority of the reports examined did 
disclose a sales figure in one place or 
another. Can such diversity be ex- 
plained? 

It may be relevant to note that the 
second edition of Financial Report- 
ing in Canada reported that the Com- 
mittee on Accounting and Auditing 
Research had as recently as August 
1957 through Bulletin No. 14 urged 
the adoption of the practice of includ- 
ing the sales figure in Canadian re- 
ports.* Since the reports upon which 
this article is based are those for the 
year 1957, one’s curiosity is piqued 
by the possibility that many compan- 
ies may have taken the committee’s 
recommendation to heart. Our sample 
is too limited statistically to permit 
a conclusion on this point, but it will 
be interesting to pursue the results of 
the sample of 300 Canadian reports 
for the year 1958 when it appears. 


The expense categories itemized in 
the typical Canadian income state- 
ment (table 2) include some divisions 
of expenditures normally not separ- 
ately disclosed in American reports. 
Examples of these special accounts 
are executive salaries, directors’ fees, 
and legal fees. On the other hand, 
expense accounts, such as the provi- 
sion for income taxes and deprecia- 
tion allowances, are nearly always 


8 Financial Reporting in Canada, 2nd ed., 
p. 82. 


separately disclosed in both countries’ 
annual reports. 


The review of the Canadian income 
statements revealed two income state- 
ments in which the corporate concept 
of depreciation warrants particular 
comment. The management of one 
of the companies suggested that, far 
from being an inexorable cost of pro- 
duction, annual depreciation amounts 
could be treated as if they were ap- 
propriations to a surplus reserve, i.e. 
“There was set aside for depreciation, 
$xxx.” In the second case, a com- 
pany’s comparative profit and loss 
statement disclosed no depreciation 
charge whatsoever in the calculation 
of the prior year’s net income; in the 
current year an amount for deprecia- 
tion was deducted which perhaps sig- 
nificantly left a small profit and by ac- 
companying note to the statement re- 
vealed that the amount so deducted 
was about 41% of the provision for 
depreciation permissible for income 
tax purposes! 


Unusual Items 

It is virtually impossible to examine 
very many financial reports, regard- 
less of origin, without encountering 
the unusual. The designation of un- 
usualness may be prompted by for- 
mat, explanations, account titles, in- 
triguing notes, or something else, but 
there is one underlying characteristic: 
something is left unexplained. Such 
an unusual item appeared in the net 
worth section of one Canadian report 
under the label “Gain on disposal of 
fixed assets — to be amortized.” 

A particularly interesting report 
was found in the Canadian sample. 
One company published under one 
cover complete annual reports in both 
English and French to better serve 
the main racial groups interested in 


~~ *. Om, 





CANADIAN AND AMERICAN FINANCIAL REPORTS COMPARED 


its commercial activity. Other traces 
of the French influence upon Cana- 
dian commercial life were revealed in 
the annual reports in such matters as 
the inclusion of statements of subsidi- 
aries bearing French firm names. 


An interesting sidelight on the 
treatment of the impact of accelerated 
depreciation was noted in Canadian 
reports. While most Canadian bal- 
ance sheets indicated that the com- 
panies were following the procedure 
of setting up a “deferred credit ac- 
count for such tax benefit”, a few 
companies were quite forthright in 
their intention to “let the taxes fall 
where they will” and accordingly de- 
cided to ignore the complexities of 
tax allocations. These companies add- 
ed a footnote to the statement which 
stated the tax impact of the excess 
depreciation taken per tax returns 
over that recorded per books. The 
possible consequences in the future 
where the depreciation per books will 
be materially in excess of that report- 
ed on the tax returns were also recog- 
nized in these footnotes. None of the 
American reports examined indicated 
a preference for the second-mention- 
ed approach. This observation of 
Canadian practice has particular in- 
terest at present because of the cur- 
rent vigorous and divergent discus- 
sions in the United States of Bulletin 
No. 44 as revised by the American 
Institute of Certified Public Account- 
ants. 


Features of American Reports 

Easily the most striking feature of 
the American reports was the polish- 
ed and purposeful style of journalis- 
tic effort evident in the published 
American annual report. The typical 
American report is not only an array 
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of impersonal financial facts designed 
for the examination of the present 
shareholders, but also a communica- 
tion designed to establish rapport 
simultaneously with present and pros- 
pective employees, present and pros- 
pective customers, and, it would not 
be incorrect to include, all those par- 
ties interested in the activities of the 
corporate unit. 


The American report fulfils a gen- 
eral salesmanship role in a_ broad 
sense in addition to its traditionally 
narrower role of reporting past finan- 
cial results. The journalistic alchemy 
needed to transform the base and 
generally unattractive metal of en- 
terprise assets and liabilities into the 
glittering gold of significant and un- 
derstandable corporate financial ac- 
tions must be attributed largely to the 
sophisticated artistry of that portion 
of American society mentally con- 
jured by such phrases as “Madison 
Avenue” and “hidden persuaders”. 


Generally, the American reports 
presented an imposing amount of de- 
tailed data, generally of a more in- 
clusive and exhaustive nature than 
that found in Canadian reports. The 
amounts of total sales and cost of 
sales were with one exception report- 
ed by all of the American companies 
examined; the majority of the Cana- 
dian firms omitted these amounts. The 
apparent wariness of Canadian man- 
agements to report the operating sta- 
tistics which allow the external deter- 
mination of important statistical meas- 
ures of firm activity is apparently not 
shared by their American contempor- 
aries. The inability to determine im- 
portant financial measures of firm ac- 
tivity, such as the operating ratio, pro- 
ductivity ratio, and trading on the 
equity gain or loss, would seem to 
place possible Canadian financial an- 
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alyses below those considered as min- 
imal in the United States. 

Specific items of income or expense, 
such as directors’ remuneration, legal 
fees, depreciation, and executive sal- 
aries, were seldom presented individ- 
ually in American reports in contrast 
to the generally accepted Canadian 
reporting practice. Normally, all in- 
comes and expenses were reported in 
rather general groupings of specific 
accounts comprising the so-called 
“multiple-step” income statement in 
the American reports. Those operat- 
ing statistics considered to be of 
special importance such as earnings 
per share, dividends per share, and 
book value per share, typically were 
itemized in “spotlight” fashion in the 
first portion of the American reports. 
A similar type of capsule presentation 
of significant firm operating results, 
subject to the general deficiency of 
certain specific information as noted 
previously, was found in many Cana- 
dian reports. 


External Influences on Canadian 
Reporting 

Great Britain’s ethnic contributions 
to Canada are reflected in the Cana- 
dian company laws, but this respect 
for the legal accomplishments of 
Great Britain did not result in slavish 
reproduction of the English Compan- 
ies Acts in Canada. Rather, in the 
provisions concerning reporting, Can- 
adian laws avoid much of the lengthy 
and detailed specifications regarding 
the presentation of accounting data 
found in the English approach, and 
thus the way is left open for impro- 
visations and improvements, not that 
legal minimum requirements need 
necessarily result in stereotyped finan- 
cial reporting. The results of the com- 
parison of Canadian and American 


financial reports suggest that Cana- 
dian published accounts, as distin- 
guished from Canadian company law, 
have been influenced by the concept 
of financial reporting developed in the 
United States. At least it is flattering 
to believe this because in general the 
Canadian reports examined were: ex- 
tremely well done. 


Actually, there is considerable evi- 
dence that Canadian accountants are 
aware of current accounting develop- 
ments in the United States. The 
second edition of Financial Reporting 
in Canada details in numerous in- 
stances the American treatment of 
items: in some instances in support of 
the treatment preferred by Canadian 
accountants, and in other cases where 
the Canadian treatment is at variance 
with the American approach. The 
methods and preferences of British 
accountants were nowhere indicated 
in that publication. 


Canadian reports themselves seem 
to show American influences in their 
styling and format. Many were com- 
parable with the very best found 
among American reports. In general, 
Canadian reports are generous in pro- 
viding statistical arrays of past per- 
formances, summaries of key figures, 
explanations, and other information of 
interest to labour, stockholders and 
the general public. In these respects, 
Canadian reports have departed from 
the tradition of British financial re- 
porting which too often was discour- 
agingly meagre in the financial infor- 
mation provided, to say nothing of the 
murky way in which it was presented. 
Thus Canadian reports seem com- 
pletely in tune with the approach 
commonplace in American financial 
reporting, an approach which some 
credit to the Securities and Exchange 
Commission while others explain it in 


Cr 
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terms of the professionalization of 
American management. 


The essence of this approach is 
found, of course, in the recognition 
by American management that rap- 
port with stockholders, employees, the 
financial press and the public gener- 
ally can only be achieved by a con- 
sistent, open attitude in all matters 
dealing with these groups, including 
the preparation of financial reports. 
Viewed from the larger context of 
management responsibility, the mere 
compliance with legal requirements 
affords an inadequate standard for 
measuring good financial reporting. 


Characteristics of Typical Reports 

On the basis of the American re- 
ports studied, a typical American fi- 
nancial report has the following char- 
acteristics: 

1. The report format becomes visual- 
ly challenging through the skilful 
blending of color, photographs and 
original illustrations with the text. 

2. The major business activity of the 
reporting company is immediately 
determinable from either the illus- 
trations or the text, or both. 

3. Financial information for at least 
the past ten years is presented. 

4. The arrangement and content of 
the financial statements vary con- 
siderably from report to report. 

5. A balance sheet, an income state- 
ment, and a surplus statement are 
presented, 

6. The auditor’s certificate is ac- 
corded a prestige position in the 
report. 

On the basis of the Canadian re- 
ports studied, a typical Canadian fi- 
nancial report may be described as 
follows: 
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1. The report format was generally 
attractive and satisfactory, but 
wide extremes in format were 
noted. 


2. The general nature of the firm ac- 
tivity was quickly determinable, 
but specific product description 
was not as detailed as in Ameri- 
can reports. The extensive appli- 
cation of accepted advertising 
techniques (pictures, trademarks, 
labels, etc.) is not as marked in 
the Canadian as in the American 
reports. The Canadian firms 
seemed to employ the so-called 
“soft-sell” or institutional advertis- 
ing techniques in preference to the 
“hard-sell” methods often noted in 
the American reports. 


8. Financial information for at least 
the past ten years is presented. 


4, Arrangement and content of the 
financial statements are generally 
comparable from report to report. 


5. A balance sheet, a profit and loss 
statement, and an earned surplus 
statement are included. 


6. The auditor’s certificate is accord- 
ed a position of prominence in the 
report but is not “spotlighted” to 
the same degree as in American 
reports. 


Conclusion 

For those who view financial re- 
porting as a significant unit of the 
complex of firm relationships with the 
public and, as such, worthy of the 
firm’s best efforts, the preparation of 
financial reports becomes something 
of an art. When presented in this 
light it seems clear that, while there 
may be exceptions, those reports 
meeting only the legal requirements 
represent a very low level of achieve- 
ment. If the Canadian financial re- 
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ports examined are representative, it 
is fair to say that many Canadian re- 
ports now appear to go well beyond 
the minimum requirements. With the 
continued encouragement of the Can- 
adian chartered accountants, the 
future may find legal requirements a 
minor consideration in the important 
matter of the preparation of financial 
reports in Canada, and the limiting 
factor will be determined by the ex- 
tent and effectiveness of the pressures 
put upon the firms by their entire 
interested audience. 


The interlacing of the economies of 
the United States and Canada, so 
dramatically evidenced currently by 
the St. Lawrence Seaway, is rooted in 
a common heritage of history, a con- 
siderable intertwining of economic 


interests, and mutual respect for each 
other. Is it not possible and logical 
that the future holds other joint 
ventures — such as concerted study 
and interchange of ideas in the area 
of accounting theory and practice 
with the ultimate objective of achiev- 
ing essentially the same standards of 
financial reporting? Evidence points 
to an interest in both countries about 
the accounting of the other;' the 
ultimate achievement of some kind 
of a Canadian-American uniformity 
in reporting standards without stulti- 
fication seems an objective worthy of 
consideration. 


+ See, for example, Andrew Barr, “Cana- 


dian Accounting and the S.E.C.,” The 
Canadian Chartered Accountant. Novem- 
ber 1958. 


The Lady with the Lamp 


Her genius for financial administration was extraordinary. She devised 
a cost-accounting system for the [British] Army Medical Services, which was 
put into operation between 1860 and 1865 and, 80 years later, was still in 
use. In 1947 the Select Committee on Estimates reported favourably on it, 
commented that it worked admirably, though in other departments, systems 
installed within the last 20 years had been discarded, and inquired with 
whom it had originated. They were told — Miss Florence Nightingale. 


—Cecil Woodham-Smith, Florence 
Nightingale, Penguin Books. 
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THE NECEssiry of valuing a legal 
practice can arise in various ways. 
For example, if a legal practice is 
carried on by a sole practitioner, the 
necessity of valuing the practice, for 
estate tax and succession duty pur- 
poses, arises on the death of the 
practitioner. While the practitioner is 
living, the necessity of valuing the 
practice can arise upon the sale of 
the practice or upon the taking of 
another lawyer into partnership. The 
necessity of valuing a legal practice 
that is carried on in partnership can 
arise on the taking in of a new part- 
ner and on a dissolution of a partner- 
ship either because of death or other- 
wise. In particular a valuation has to 
be made for succession and estate tax 
purposes on the death of a partner. 


If a legal practice has to be valued, 
there are at least two phases involved; 
in the case of a partnership, there are 
three phases to such a valuation. 
First, it is necessary to determine 
what the assets of the legal practice 
consist of; secondly, a valuation of the 
assets so determined has to be made; 
thirdly, it is necessary to distribute 
the net remainder of the assets among 
the partners in accordance with their 
relative interest in the partnership. 
This article deals mainly with the 
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second phase, that is, the valuation of 
the assets of the partnership or sole 
practitioner once these assets have 
been ascertained. 


Valuation by Agreement 

The valuation of a partnership in- 
terest in a legal practice is very often 
governed by a partnership agreement. 
There are several ways in which such 
a valuation can and often is provided 
for in a partnership agreement. In 
some instances, a fixed cash value is 
used which might or might not have 
any exact relationship to the value of 
the business. Although such a method 
of valuation has the merit of being 
clear and straight-forward, it does not 
lend itself to the ascertainment of 
the actual value of the partnership 
assets unless the fixed cash value is 
reviewed annually or semi-annually 
so that it bears some relationship to 
the actual value of the partnership 
assets. 

A second method of valuation in- 
volves an appraisal by an independ- 
ent person, frequently a chartered 
accountant. Very often the appraiser 
is given authority in the partnership 
agreement to retain experts to assist 
him. Such a partnership agreement 
quite often contains a general state- 
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ment as to the method to be followed 
by the appraiser. The appraisal meth- 
od of valuation mostly involves the 
valuation of: (i) the capital, if any, 
which the retiring or deceased part- 
ner has contributed to the partner- 
ship over the years; (ii) all the tang- 
ible assets at either book value or 
adjusted book value; (iii) accounts 
receivable; (iv) services rendered for 
which accounts have not been sub- 
mitted; and (v) in some cases, the 
valuation of the goodwill, if any, of 
the partnership. 


The third method of valuation, 
which is often used in combination 
with the appraisal system, is the 
method of capitalization of the net 
earnings of the partnership (after a 
deduction has been made of a sum 
sufficient to cover the reasonable re- 
muneration of the partners) at some 
agreed upon multiplier, based upon 
the average net earnings of the part- 
nership over a fixed number of past 
years or on the estimated average net 
earnings of the partnership over a 
fixed number of future years. In cases 
where goodwill is to be valued, very 
often this is determined on the differ- 
ence between the capitalized value of 
the partnership based upon past or 
estimated future net average earnings 
(after a deduction has been made of a 
sum sufficient to cover the reasonable 
remuneration of the partners) less the 
appraised value of the other assets. 


Two Pertinent Factors 

At least two factors should be kept 
in mind in considering the valuation 
provisions in a partnership agree- 
ment: 


(1) The effect of section 3(1)(i) of 
the Estate Tax Act, Statutes of Can- 
ada (1958) c. 29 is that if the surviv- 
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ing partner(s) on the death of a part- 
ner has the right to buy the deceased 
partner’s share in the partnership at 
less than the fair market value, then 
the difference between the fair mar- 
ket value of the deceased partner’s 
share in the partnership and the 
amount actually paid by the surviving 
partner(s) constitutes a taxable bene- 
fit to the surviving partner(s) in pro- 
portion to his or their respective 
shares in the partnership assets. In 
this connection related section 3(4) 
and 13(3) of the Estate Tax Act 
should also be considered. It is ob- 
vious from the foregoing that if the 
partnership is of considerable value 
and estate tax is going to be an im- 
portant factor upon the death of any 
one or more of the partners, then the 
amount to be paid by the surviving 
partner(s) for the deceased partner’s 
share should be based upon a calcula- 
tion that, as nearly as possible, will 
be equivalent to the fair market 
value. 


(2) It is necessary in the valuation 
of a partnership upon the death or 
retirement of a partner, at least when 
the partnership is on a cash basis, to 
value accounts receivable. It is also 
necessary to value services performed 
for clients for which accounts have 
not been rendered. A recent decision 
of the Income Tax Appeal Board 
(No. 650 v. M.N.R. (1959) 22 Tax 
A.B.C. 377) seems to suggest that it 
is advisable for the surviving part- 
ner(s) to purchase the deceased or 
retiring partner’s interest in the ac- 
counts receivable and services render- 
ed for which accounts have not been 
submitted from the estate of the de- 
ceased partner or from the retiring 
partner, as the case may be, rather 
than to provide for a valuation of 
such accounts receivable and services 
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rendered, which amount upon valua- 
tion is to be distributed to the estate 
of the deceased partner or to the re- 
tiring partner. If the method follow- 
ed is the valuation method, then the 
amount received probably constitutes 
income in the hands of the retiring 
partner or the deceased partner’s 
estate. 


It should be pointed out that the 
Tax Appeal Board decision does not 
take into account section 85F(4) of 
the Income Tax Act. This section pro- 
vides in effect that the amount re- 
ceived by a taxpayer on the sale of his 
accounts receivable constitutes income 
in his hands. Accordingly, although 
there might be a valid argument that 
the proceeds from the sale of work in 
progress is a capital receipt in the 
hands of the vendor, section 85F (4) 
rules out such an argument as far as 
accounts receivable are concerned. As 
far as the purchaser of the accounts 
receivable and work in progress is 
concerned, a strong argument can be 
made that the purchased accounts re- 
ceivable become capital assets in his 
hands. As for the purchased work in 
progress, it would seem, from a 
logical point of view, that this should 
be treated in the same manner as 
the purchased accounts receivable. 
However, it is recognized that the 
situation is somewhat different as far 
as the work in progress is concerned 
in view of the difficulty of segregating 
it from other work in progress, par- 
ticularly in view of the fact that as 
accounts are rendered the work in 
progress becomes merged into ac- 
counts receivable. 


There have been other cases and 
comments on the same problem, some 
of which are referred to in the above 
mentioned Tax Appeal Board judg- 
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ment and which, in dealing with this 
problem, should be carefully con 
sidered. 


It is possible, in setting up a part- 
nership or upon the taking of a new 
partner, to provide in the agreement 
that one or more of the partners only 
has a limited interest in the partner- 
ship. For example, perhaps the part- 
ner(s) in question does not acquire 
any interest in the goodwill, if any, 
of the partnership. In such a case the 
determination of what the fair market 
value of such a partnership interest 
consists of will be calculated and 
based upon the interest received by 
virtue of the partnership agreement. 


Valuation in Absence of Agreement 


The general rule is that, in the 
absence of an agreement to the con- 
trary, upon the dissolution of a part- 
nership either by the death or the re- 
tirement of a partner, the surviving 
partner(s) must account either to the 
retiring partner or to the estate of a 
deceased partner, as the case may be, 
for the fair and reasonable value of 
the assets of the business as of the 
date of dissolution of the partnership. 
Further, upon the death of a sole 
practitioner or of a member of a part- 
nership, the fair market value of the 
practice or partnership interest has to 
be ascertained for estate tax purposes. 
Accordingly, in general, it would 
seem that the valuation required 
under the Estate Tax Act is the same 
as that required to be accounted for 
to the retiring partner or his estate 
upon the dissolution of a partnership. 


A bona fide sale of the practice of 
a sole practitioner, or in the case of a 
partnership of the partnership in- 
terest, to a third person is generally 
regarded as the best evidence of what 








534 


the assets, including the goodwill, if 
any, are worth. In addition to the 
sale of the practice or partnership in- 
terest, it is generally felt that a bona 
fide offer to purchase the practice or 
partnership interest in the practice by 
a third person is good evidence of 
value even if the offer is refused. 

In the absence of a sale or an offer 
to purchase, it is generally necessary 
to value the practice or partnership 
interest by one or more of the meth- 
ods outlined above. In a legal prac- 
tice, the valuation of the assets other 
than goodwill does not present un- 
usually difficult problems. For ex- 
ample, the tangible assets such as 
office furniture, equipment and 
library, can be valued in the same 
manner as other tangible property of 
that type. The same is true, in most 
cases, of accounts receivable. There 
may be some difficulty in the valua- 
tion of services rendered or partially 
rendered for which accounts have not 
been submitted. This calls for a rea- 
soned judgment as to the total value 
of the services already rendered and 
to be rendered in connection with 
such outstanding matters. In a good 
many cases, previous account histories 
can be used to provide assistance in 
arriving at a fair basis for the valua- 
tion of such services. 


Valuation of Goodwill 


It has not been found possible or 
realistic to suggest any mechanical 
formula for the valuation of goodwill 
in a legal practice. It is true that 
some of the older cases dealing with 
goodwill of this type have ex cathedra 
valued goodwill on the basis of so 
many years purchase (mostly from 3 
to 5 years) of the net profits aver- 
aged over past years or as estimated 
for future years after the deduction 
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of a reasonable remuneration for the 
sole practitioner or partners, as the 
case may be, but there was no at- 
tempt to state any rational basis for 
such a valuation. . 


Does a legal practice have good- 
will? The case of Re Thomas (1841) 
2 Mont. D. & DeG. 249; on appeal 
(1842), at Ph. 159, L.C. draws a dis- 
tinction between local and personal 
goodwill and indicates that although 
local goodwill is something of value, 
personal goodwill merely adheres to 
the person or persons who have such 
goodwill and upon their death or re- 
tirement cannot be passed on to third 
persons. Further in the case of 
Austen v. Boys (1858) 27 L.J. Ch. 
714, it is stated that “the term good 
will seems wholly inapplicable to the 
business of a solicitor which has no 
local existence, but is entirely per- 
sonal, depending upon the trust and 
confidence which persons may repose 
in his integrity and ability to conduct 
their legal affairs”. However, in the 
case of Arundell v. Bell (1883) 52 
L.J. Ch. 787, the court was not pre- 
pared to say that in all cases upon the 
dissolution of a partnership of solic- 
itors there is no goodwill. Subse- 
quently, the House of Lords in Fitch 
v. Dewes (1921) 2 A.C. 158 at page 
168, in interpreting a_ restrictive 
covenant, stated “here the practice to 
be protected is that of a solicitor to 
which goodwill is no doubt attached”. 
Further in the Ontario case of 
Christie v. Clark (1866) 16 Upper 
Canada Common Pleas Reporto 554, 
the court enforced a contract for the 
sale of the goodwill in a surgeon’s 
practice. In the contract, the parties 
had arrived at the price to be paid for 
the goodwill. The court indicated 


that they could not have enforced the 
contract if the price of the goodwill 
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had not been agreed upon or no 
means of fixing its value had been 
provided for. However, the price to 
be paid for goodwill had been agreed 
upon, so that the goodwill became an 
asset of the estate which had to be 
accounted for by the administrators in 
the ordinary course. 


The foregoing cases raise the ques- 
tion whether or not upon the death of 
a sole practitioner the executors of 
his estate are legally responsible for 
determining if the practice has any 
goodwill and, if so, for realizing upon 
such goodwill in accounting to the 
beneficiaries for their trusteeship and 
also whether upon the dissolution of 
a partnership by death or otherwise 
the partner(s) who continue the prac- 
tice must take into account the good- 
will of the partnership, if any, in ac- 
counting to the retiring partner or to 
the deceased partner. These cases 
also raise the question whether in de- 
termining the fair market value of a 
legal practice for estate tax purposes 
there is any necessity of attempting to 
determine whether the firm has any 
goodwill and, if so, the value thereof. 


It is suggested that the answer to 
these questions will depend upon the 
facts of each particular case. If it is 
decided that a practice does have 
goodwill, regardless of the difficulty 
in valuing the goodwill, it will have 
to be valued and accounted for to the 
retiring partner or sole practitioner or 
his estate, as the case may be, and 
to the Department of National Re- 
venue for estate tax purposes. In the 
case of a sole practitioner the test 
would seem to be whether there is 
any possibility of selling or otherwise 
realizing upon the goodwill. If the 
goodwill of the practice can be sold 
for value, there is undoubtedly good- 
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will regardless of its source, but if no 
sale can reasonably be obtained, 
there would appear to be no good- 
will to which any value can be at- 
tributed and which must be account- 
ed for. However, it is the responsi- 
bility of the executors to attempt to 
sell the practice and to do all they 
possibly can to realize upon the good- 
will. 

In most cases where a partnership 
is concerned it will be impossible be- 
cause of the terms of the partnership 
agreement to sell the share of the de- 
ceased or retiring partner. It does 
not follow, however, that the value of 
the partnership interest for which the 
surviving partners must account to 
the retiring partner or his estate will 
not include any valuation for good- 
will. If the partnership agreement 
does not preclude a partner or the 
partner in question from sharing in 
the goodwill, if any, of the partner- 
ship, then the surviving partners are 
undoubtedly responsible in an ac- 
counting for either establishing that 
the partnership has no goodwill or, if 
such cannot be established, then 
valuing and accounting for that part- 
ner’s share of the firm’s goodwill. 


Restrictive Covenants 


Most agreements for the sale of a 
legal practice contain a specific cov- 
enant by the vendor not to compete 
and give the purchaser the right to 
hold himself out as successor to the 
legal practice in question. It would 
seem that such stipulations can be 
characterized as merely another way 
in which the goodwill of a practice 
may be rendered still more valuable 
to the purchaser. The question is 
often raised as to whether or not the 
sale of a legal practice without ref- 
erence to goodwill or to future com- 
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petition in effect constitutes a sale of 
the goodwill and, if so, whether the 
vendor has the right to immediately 
start a competitive practice. In the 
case of Geesi v. Cooper (1888) 14 
Ch.D. 596, Jessel M.R. states: 

“Suppose a solicitor sells his busi- 
ness, say at five years purchase, which 
is by no means uncommon, could he, 
having offices on the first floor, paint 
up his name and receive his clients as 
usual because they choose to come to 
him, even if he did not actually ask 
them to come and transact business 
with him? The answer would be that 
he was stealing that which he sold, 
and any conduct more outrageous and 
more opposed to morality of law 
could not well be imagined.” 

It seems clear from this case and 
other decided cases that the sale of a 
practice impliedly includes a sale of 
the goodwill of the practice. 


Conclusion 

It would appear from the forego- 
ing that a professional practice can 
and very often does have goodwill. 
Frequently, in characterizing the 
problems involved, an error is made 
in failing to distinguish between per- 
sonal characteristics, such as intelli- 
gence, hard work and efficient service, 
as distinct from the goodwill which 
may result from these characteristics 
and which may well be of consider- 
able advantage to any person who ac- 
quires the right to hold himself out as 
the successor to and as carrying on 
the practice formerly carried on by 
the vendor. The element of goodwill 
may well vary depending upon the 
nature of the practice. For example, 
a firm of competent lawyers engaged 
to a great extent in solicitor work 
will undoubtedly build up a tremend- 
ous goodwill which is often separate 


THE CANADIAN CHARTERED ACCOUNTANT, DECEMBER, 1959 


and apart from any of the individuals 
in the firm; and even if a substantial 
part of the goodwill is of a personal 
nature adhering to an individual or 
individuals, it still may be of great 
advantage to a person(s) acquiring 
successorship rights. On the other 


hand, a highly successful counsel in 
litigation matters may not be able to 
pass on any goodwill whatsoever. 


In view of the difficulties and vari- 
able situations involved it is almost 
impossible to suggest a formula for 
valuation that will be in any way ac- 
curate. First of all, a careful study 
of the practice in question should be 
made to ascertain if by agreement or 
otherwise any of the advantages, re- 
gardless of their source, can be pass- 
ed on to a purchaser or in the case 
of a partnership whether any advant- 
ages, over and above the value of the 
readily ascertainable assets, will be 
passed on to the surviving partner(s). 
This should be based on the assump- 
tion, in the case of a partnership, that 
there is a provision in the partnership 
agreement providing for a continua- 
tion of the practice in the surviving 
partner(s) without any provision 
limiting the interest of the deceased 
or retiring partner in the partnership 
and that there is no provision provid- 
ing by implication or otherwise that 
goodwill is not to be included in a 
valuation of the share of the retiring 
or deceased partner. If it is decided 
that an advantage or advantages can 
be or is passed on, it is then neces- 
sary to decide what value should be 
placed thereon. If the practice is a 
general one and has not depended 
primarily on the skill of an individual 
or individuals involved, then a valua- 
tion based upon a capitalization of or 
so many years purchase of the aver- 
age past, or estimated future, net 
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earnings, after a deduction of a rea- 
sonable sum for remuneration, would 
appear to be a reasonable method to 
follow. It is emphasized that no fixed 
figure can be supplied for determin- 
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ing the rate of capitalization or the 
number of years purchase. These 
items have to remain variable fac- 
tors depending upon all the facts of 
the particular practice involved. 


Means of Diversification in Britain 

Since the war many of Britain’s strongest industrial groups have been 
diversifying their activities by mergers or other means. Once it reaches a 
certain level of financial, technical, manufacturing and managerial resources, 
the big modern company develops built-in, “institutional” pressures to ex- 
plore beyond its existing commercial frontiers, reinforcing the basic incentive 
of spreading one’s risks. A substantial flow of internal funds awaits invest- 
ment where it can earn the best return (which directors often feel they can 
identify better than their shareholders); large scale research and develop- 
ment departments throw up innovations that may not fit too tidily inside 
existing spheres of operation; products and by-products, given a little extra 
processing, invite entry into tempting new fields that can guarantee and in- 
crease one’s throughput; managerial talent is trained to recognize new oppor- 
tunities for expansion in adjoining or even quite far-off markets. 

Diversification is often achieved, however, without an outright merger 
of identity. New joint companies such as Impalco, set up by ICI and Alcoa, 
can be established to join resources in a particular field; working arrange- 
ments without financial links, such as the nuclear consortiums, may suit new 
areas of overlapping interest. Mergers for diversification seem rather more 
likely to occur where the scale of investment is comparatively modest and 
where some of the managements are particularly self-confident —as in 
Schweppes’ bid for Chivers. Where the markets are similar and the products 
not too diverse, such managements may well feel they can apply their own 
acumen across the border, not remaining content with growth within their 


own business. 
—The Economist, July 4, 1959. 








Inflation et Comptabilité 


YVON DIONNE, C.A. 





L'INFLATION est un phénoméne bien 
connu et vivement discuté depuis 
plusieurs années. On y attache beau- 
coup d’importance précisément parce 
que les problémes qu'elle pose sont 
trés graves. L’économie d'un pays 
est en effet souvent désaxée sous 
Yinfluence de Iinflation. 


Les travailleurs demandent une 
rémunération plus forte pour parer 
a la hausse du coit de la vie. La 
quantité des produits ne change pas 
nécessairement, mais la masse moné- 
taire s’accroit. Les gens désirent se 
procurer des produits, souvent méme 
en accumuler — ce qui aggrave la 
situation—, et ils offrent plus pour les 
obtenir. D’autre part, ceux qui dé- 
tiennent ces marchandises deviennent 
plus exigeants et demandent un prix 
de plus en plus élevé. Une espéce 
de fiévre s’empare de la population 
et les prix s’accroissent plus ou moins 
rapidement. Et plus les prix aug- 
mentent, plus les salaires s’élévent. 


Pratiquement, tous les pays 
d’Europe ont connu de fortes infla- 
tions depuis cinquante ans et particu- 
liérement aprés la premiére guerre 
mondiale. La plus caractéristique est 
celle de rAllemagne en 1922 et 1923. 


Au Canada, linflation n’a pas pris 


une telle envergure, mais elle sest 
maintenue 4 un rythme relativement 
élevé depuis le début du siécle et 
surtout depuis la derniére guerre, de 
sorte quelle cause maintenant de 
sérieux problémes. Et cette situation, 
sans prendre une allure alarmante, 
ne semble pas prés de s’arréter, sur- 
tout lorsqu’on considére les derniers 
budgets déficitaires du gouvernement 
canadien. 


Effets sur la Comptabilité 

En comptabilité, Vinflation est de- 
venue un facteur important 4 con- 
sidérer dans linterprétation des états 
financiers. 

Dans Ilenregistrement des opéra- 
tions d'une entreprise, la compta- 
bilité utilise comme unité de mesure 
la monnaie. Mais la monnaie a ce 
grave inconvénient d’étre sujette a 
des changements de valeur. On ne 
peut donc vraiment plus parler d’un 
instrument de mesure, qui comporte 
comme caractére essentiel la constance 
et la stabilité. 

Le prix d'un objet s’exprime par un 
quotient dont le numérateur est la 
marchandise et le dénominateur, la 
monnaie. Les prix sont donc fonction 
de deux variables: la valeur de lobjet 
et celle de la monnaie. Mais cette 
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derniére a un caractére particulier 
puisqu’elle affecte tous les prix et tous 
de la méme maniére. Et cest celle-ci 
qui nous intéresse, puisque nous vou- 
lons montrer effet en comptabilité 
de la variation des prix due a la 
variation de la valeur de la monnaie 
et non a la variation de la valeur de 
Yobjet qui peut provenir de toutes 
sortes de circonstances. 


Pour montrer Timportance de la 
variation du pouvoir d’achat du 
dollar, nous utiliserons T’indice gé- 
néral des prix de gros puisque cest 
celui-ci qui convient le mieux 4 la 
majorité des entreprises. En effet, 
pour évaluer en dollar constant la 
production des entreprises, l’indice le 
plus valable est celui du prix des 
matiéres premiéres, soit lindice des 
prix de gros. Le coat des matiéres 
premiéres dans Ilindustrie ou des 
achats dans le commerce est le prin- 
cipal élément constituant le coit de 
production ou le coit des marchan- 
dises vendues; la variation dans le 
prix des matiéres premiéres est donc 
celle qui cause les plus grandes fluc- 
tuations du profit des entreprises. 


INDICE DES PRIX DE GROS 


Indice Coefficient de 

général réévaluation en 
Année dollars en 1958 
1928 125.6 182.4 
1933 87.4 262.1 
1938 102.0 224.6 
1943 127.9 179.0 
1948 193.4 118.4 
1953 220.7 103.8 
1958 229.1 100.0 


On voit, d’aprés ce tableau, que la 
variation de la valeur du dollar est 
assez importante. Elle n’est peut-étre 
pas trés forte d’une année 4 [autre, 
mais elle est souvent sensible aprés 
quelques années. Ainsi le dollar de 
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1958 est 4 celui de 1933 ce que 100 
est a 262, la fluctuation du dollar 
améne alors des distorsions de plus en 
plus grandes lorsqu’on étudie, dans le 
bilan d’une entreprise, les éléments 
qui ont une faible vitesse de rotation. 


Les méthodes et principes acceptés 
en comptabilité pour la détermination 
du profit conduisent a un profit moné- 
taire qui séloigne souvent du profit 
économique. 

L’économiste est intéressé 4 con- 
naitre le profit pour plusieurs raisons: 
ainsi, par exemple, les profits servent 
de guide pour interpréter les décisions 
dinvestissement, ou bien encore le 
montant des profits permet d’étudier 
la répartition du revenu national entre 
les différents facteurs de production. 
Pour l’économiste, le profit ne réside 
que dans augmentation de la valeur 
nette d'une entreprise, une fois 
éliminée la part de cette augmenta- 
tion due 4 un changement général des 
prix. 

Le bénéfice réel ou économique 
produit par une entreprise est donc 
Yexcédent d’actif que lon retire de 
cette entreprise en sus du capital qui 
y était investi, le tout évalué en dol- 
lars constants. 


Le Profit Comptable 

La détermination du profit comp- 
table est basée sur trois postulats 
fondamentaux: 

a) Le revenu ou le profit ne peut 
étre déterminé qu'une fois réalisé 
par une vente. 

b) Les fluctuations de lunité moné- 
taire, qui est le symbole de la 
comptabilité, peuvent étre igno- 
rées. 

c) On suppose comme permanente la 
vie d'une entreprise. 

Le premier postulat est générale- 
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ment appelé le postulat de réalisation. 
En effet, ies comptables considérent 
qu'un profit ne peut étre réalisé que 
lorsque la vente est effectuée, et on 
ne tiendra pas compte alors de la 
fluctuation de lunité monétaire. 


Ce second postulat est beaucoup 
plus discuté et a des conséquences 
beaucoup plus importantes que le 
premier. L’unité monétaire a subi 
tellement de variations en ces der- 
niéres années que les économistes, 
les financiers et méme les comptables, 
doutent de la valeur des états finan- 
ciers ainsi basés sur ce postulat. Le 
profit ainsi calculé ne répond plus 
toujours aux fins des économistes. En 
effet, les états financiers préparés sur 
la base des coiits initiaux conduisent 
en période dinflation, 4 un profit 
comptable beaucoup plus élevé que 
le profit réel. 

Si on fait disparaitre cependant le 
postulat monétaire, c’est-d-dire si on 
veut tenir compte des modifications 
de la valeur de l’unité monétaire, les 
états financiers perdent beaucoup de 
leur objectivité et sont plus difficile- 
ment calculables, c’est-d-dire qu’ils 
causent des problémes sérieux au 
point de vue technique. 

Il n’en reste pas moins, qua 
Yopposé, les états financiers dressés 
sans se préoccuper des variations dans 
le pouvoir d’achat ne répondent pas 
bien 4 certaines fins poursuivies dans 
la détermination du profit. 


Certains Dangers 

Comme mesure d’appréciation des 
prix demandés par une entreprise 
pour ses produits ou services, les 
résultats comptables obtenus sont 
généralement suffisants, mais encore 
la, le prix de revient des produits sera 
changé si lon tient compte de [Iin- 
flation. 
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L’effet le plus significatif et dan- 
gereux de Iinflation, est de présenter 
dans les états financiers un profit qui 
dépasse de beaucoup le profit éco- 
nomique dont pourrait disposer len- 
treprise. On impute aux revenus les 
coits historiques des inventaires et 
on calcule les charges annuelles 

‘amortissement sur le coit original 
de Yactif sans tenir compte du pouvoir 
d’achat considérablement diminué du 
dollar. 


Derniérement, une entreprise d'uti- 
lité publique attribuait la baisse de 
ses revenus au fait que le gouverne- 
ment avait calculé le taux qu'elle de- 
vait charger 4 ses clients en prenant 
comme base le coit historique de ses 
immobilisations et qu’on n’avait pas 
tenu compte de la perte considérable 
du pouvoir d’achat de lunité moné- 
taire de ce pays. 


La détermination d’un profit réel 
fournirait une meilleure base quant 
4 la politique de distribution de di- 
videndes et il deviendrait plus facile 
pour les administrateurs d’expliquer 
aux actionnaires le besoin de la créa- 
tion de certaines réserves qui parfois 
paraissent élevées ou fort conserva- 
trices. En effet, si Tinflation fait 
apparaitre un profit comptable qui est 
de beaucoup supérieur au profit réel 
et que lentreprise distribue tout le 
profit en dividendes, elle devra faire 
face 4 des difficultés lorsque viendra 
le temps de remplacer certaines im- 
mobilisations, cars alors il lui cotitera 
beaucoup plus pour les remplacer 
que l'amortissement accumulé sur ces 
immobilisations. 


Sans doute les états financiers tels 
que préparés par les comptables 
représentent la situation réelle de 
lentreprise, telle qu’eux l’entendent, 
mais sont-ils complétement signifi- 
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catifs pour le créancier, l’actionnaire 
et toutes les autres personnes qu'ils 
peuvent intéresser? 

Les états financiers servent souvent 
de fondement aux politiques prises 
par les chefs d'entreprise, les insti- 
tutions financiéres, les économistes, 
les gouvernements, et doivent étre 
des plus significatifs afin de ne pas 
conduire 4 de fausses interpréta- 
tions. Et précisément nous croyons 
que les états financiers qui ne tien- 
nent pas compte des effets de I’infla- 
tion peuvent induire en erreur ces 
gens ou ces institutions, dans leurs 
décisions sur les politiques 4 suivre. 

On admet généralement la néces- 
sité et Putilité de révéler les effets de 
linflation, mais les difficultés tech- 
niques de préparer des états finan- 
ciers ajustés expliquent pourquoi on 
en rencontre trés peu qui soient pré- 
parés de cette facon. 


Méthodes de Présentation 


Trois méthodes sont généralement 
sité et Putilité de révéler les effets de 
"inflation dans les états financiers. 

a) Les états financiers pourraient 
étre présentés comme a l’ordinaire sur 
la base des coits historiques et les 
effets de inflation pourraient étre 
révélés en renvoi. Bien entendu, lors- 
que les directeurs de Yentreprise ne 
le recommandent pas, on ne peut 
exiger du vérificateur de faire tous les 
calculs nécessaires pour refléter les 
effets de Yinflation. I] pourra ce- 
pendant attirer [attention sur les 
effets de Yinflation dans son rapport, 
mais cette remarque n’aura pas nor- 
malement la force d'une réserve 4 
opinion du vérificateur. 

b) D’autres entreprises, désirant 
que tous les effets de linflation soient 
révélés dans les états financiers,utili- 
seront des états financiers supplé- 
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mentaires ajustés 4 cette fin. L’Ame- 
rican Accounting Association a déja 
recommandé [utilisation de cette 
méthode. De tels états devraient con- 
tenir des explications claires quant a 
la base de régularisation; le profit net 
et le surplus devraient étre conciliés 
avec les mémes états préparés selon 
la formule normale. 

c) Une troisiéme méthode, inter- 
médiaire, recommandée par l’Ame- 
rican Institute of C.P.A.’s, nous 
semble répondre le plus convenable- 
ment aux besoins actuels. Cette 
méthode veut faire refléter les effets 
de linflation sur Yétat de profits et 
pertes. Les régularisations peuvent se 
faire dans un état supplémentaire ou 
dans les comptes mémes de état ré- 
gulier. Dans ce dernier cas, les régu- 
larisations devront étre bien indiquées 
séparément des transactions ordi- 
naires. 


En effet, 4 cause de l’importance 
de plus en plus grande de état de 
profits et pertes et de la signification 
donnée au profit déclaré, il importe 
qu’on y fasse les régularisations afin 
qu'il s’approche le plus possible de la 
réalité. 


Certaines Consequences 


Le changement dans les méthodes 
de calcul du profit fait ’objet de bien 
des controverses et discussions quant 
aux conséquences encourues. 

Ainsi, qu’adviendra-t-il du problé- 
me de imposition des entreprises si 
le gouvernement accepte la déter- 
mination d’un profit économique? Et 
il n’est peut-étre pas tellement loin le 
jour ot le gouvernement fera des con- 
cessions en ce sens. Derniérement, le 
gouvernement des Etats-Unis recevait 
de plusieurs industries importantes et 
particuliérement des grandes aciéries 
la proposition suivante: 
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“La solution élaborée aux Etats- 
Unis et suggérée au Congrés consiste 
a établir la différence entre le coit 
original et le coat courant, et la con- 
sidérer comme “allocation d’investisse- 
ment”, déductible du revenu imposa- 
ble au cours de lannée ot le nouvel 
actif est acheté.” 

On sait que le profit comptable est 
souvent surévalué et que les entre- 
prises paient alors en impdéts beau- 
coup plus que le taux apparemment 
imposé. Si les méme taux sont con- 
servés, le gouvernement perdra beau- 
coup de ses revenus et devra les 
trouver ailleurs. I] est cependant fort 


profit mais qui permet le remplace- 
ment des immobilisations et la conser- 
vation du potentiel économique des 
entreprises, le gouvernement mhési- 
tera pas 4 augmenter son taux d’im- 
position pour conserver les mémes 
revenus. 

Le profit économique fournirait 
aussi une meilleure base et pourrait 
apporter plus de clarté dans _ les 
négociations des entreprises avec les 
gouvernements et les agences gou- 
vernementales, particuliérement dans 
le cas de entreprises d’utilité pu- 
blique dont les tarifs sont contrélés 
par état. 


probable que, devant un plus faible 


Complexities of “Cost” 


One important form of analysis for managerial purpose is that of revenue 
and cost by each kind of product as a basis for determining whether a 
specific type of production is worthwhile. Further, as a means of encouraging 
efficiency and economy in production, cost is analyzed by departments, pro- 
cesses, and operations to facilitate control and to make possible comparison 
with past results or comparison with budget and cost standards which have 
become, of late, important instruments of management. In the analysis of 
cost, however, the accountant is confronted with a number of complex prob- 
lems, because certain costs known as overhead do not lend themselves easily 
to such analysis, and he has to use judgment as to how far the analysis can 
be carried with accuracy and where attempts at the apportionment of over- 
head can safely be made. . . . Cost as used in accounting comprises only the 
compensation for the acquired factors but not compensation for the capital 
and enterprise factors furnished by the creditors and owners of the par- 
ticular business enterprise. That is to say, interest and profit of the produc- 
ing enterprise are not considered as cost of production but rather are repre- 
sented by the margin between revenue and cost in the restricted sense. In 
making comparisons, the cost as disclosed by the accounts must be used with 
this fact in mind. The reason for the accountant’s narrow conception of cost 
lies in the fact that in keeping accounts and interpreting transactions the 
accountant follows the point of view of the person responsible for the man- 
agement of a business enterprise who makes use of the capital entrusted to 
him, in whatever manner the capital may be obtained. 

—J. M. Yang, “Accounting in a Free Economy”, 
The Accounting Review, July 1959. 
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Accounting for Reserves 





|. Treatment for Income Tax 
Marcel Belanger, C.A. 


There is no subject in accounting 
that has led to more confusion than 
that of reserves. The word “reserve” 
has been used in the past to designate 
at least five categories of items totally 
different from one another. It is there- 
fore not surprising that this term 
should have created numerous dif- 
ficulties in the interpretation of sec- 
tion 12(1)(e) of the Income Tax 
Act. Confusion reached its highest 
pitch when the Revenue authorities 
began to consider deferred income as 
reserve. Many cases, Joubert v. 
M.N.R., 52 D.T.C. 317 for one, were 
carried to the Income Tax Appeal 
Board, and the decisions rendered 
sowed panic in the ranks of the com- 
panies concerned. 


In an attempt to correct that un- 
lucky situation, a rigid set of rules 
were adopted in 1953 and in 1955, 
permitting, in certain well-defined 
cases, the creation of “reserves”. The 
purpose of the following remarks is 
not to discuss the well-founding of 
sections 85B and 85G but rather to at- 


tempt to explain them, with the help 
of very simple examples. 


Meanings of “Reserve” 

The word “reserve” has unfortun- 
ately been loosely employed to desig- 
nate at least five different categories 
of items appearing in the balance 
sheet of an enterprise. 

1. Evaluation of assets. The word 
“reserve” was often employed to 
designate a correction in the value of 
an asset. Accrued depreciation, as 
well as provision for doubtful debts, 
incorrectly called “reserve for depre- 
ciation” and “reserve for doubtful 
debts”, are only mere corrections of 
assets. The annual amounts of de- 
preciation and depletion are allowed 
by sections 11(1)(a) and (b) and 
the relevant regulations under the 
name of capital cost allowance. The 
treatment of doubtful debts and bad 
accounts is in turn covered by sec- 
tion 6(e) and (f) as well as by sec- 
tion 11(1)(e) and (f). 

2. Mere liabilities. It often happened 
that the word “reserve” was used to 
designate mere debts. To give but a 
few examples, it was employed in 
the term “reserve for taxes” to desig- 
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nate taxes due or accrued; “reserve 
for salaries” to designate accrued 
salaries; “reserve for commissions” to 
indicate that commissions are to be 
paid, or have accrued to the salesmen. 
It is evident that this represented a 
faulty employment of the word “re- 
serve” and that the proper terms 
would be: “salaries payable”, “com- 
missions payable to salesmen”, etc. 
These debts present no fiscal difficulty 
for the reason that they are treated in 
the same way as other accounts pay- 


able. 


8. Appropriations of surplus. Many 
boards of directors, in order to pre- 
vent the shareholders from unduly 
draining off the funds of the business 
by way of too-high dividends, have 
made a habit of appropriating or “re- 
serving” part of accumulated earnings 
for certain specific purposes. Often, 
as an accompaniment to such appro- 
priations, there occurs the annual 
placement of part of the revenues in 
special funds. In this category of re- 
serve let us mention “reserve for bond 
redemption”, “reserve for construc- 
tion”, “reserve for improvements”, etc. 
As may be readily seen, such ap- 
propriations present no fiscal diffi- 
culty. They are made out of accumu- 
lated profits, that is to say, after the 
profit for the year has been deter- 
mined both from the accounting and 
fiscal points of view. Their creation 
assumes no expenditure, and no one 
has thought of claiming them as a 
deduction from revenue. 


4. Contingencies or estimated ex- 
penses. Between liabilities proper and 
appropriations of surplus, there exist 
items that are neither the one nor the 
other. They are not debts because 
they are not yet due, and moreover 
it is not yet exactly known what 
amounts the business will be called 
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upon to pay. On the other hand, they 
are not mere appropriations from 
accumulated profits because they con- 
stitute a charge against the business, 
a charge which the theory of account- 
ing recognizes as a legitimate deduc- 
tion from revenue. Reserves in this 
category have long been in existence, 
but they have been seen to multiply 
as accountants have tried to syn- 
chronize cost with the revenue. To- 
day they appear in the balance sheets 
published annually by Canadian and 
United States business concerns. Re- 
serves of this kind are many. Let us 
confine ourselves in giving a few ex- 
amples in order better to define their 
nature: 

(a) Reserve for guarantees on con- 

tracts, 
(b) Reserve for indemnities, 


(c) Reserve for self-insurance, 
(d) Reserve for litigation, 


(e) Reserve for probable decline in 
inventory prices. 


Although the degree of contingen- 
cy may vary from one case to an- 
other, it is fairly certain that some 
expense will be incurred. As this cost 
is related to the revenues for the year, 
an attempt is made to estimate it im- 
mediately so as not to distort the 
profit of future years. For instance, a 
manufacturer of domestic appliances 
knows that on the articles sold during 
the year he will have certain expenses 
to incur in subsequent years because 
of the guarantee he gives. Let us sup- 
pose that during the year he sells 10,- 
000 appliances at $100 each, and that, 
from experience, he estimates that the 
guarantee given will involve expendi- 
tures of about $5 per appliance. Bas- 
ing his action on generally recognized 
accounting principles, he will make 
the following entry in his books: 
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Debit: 
Expenses of guarantee on 
appliances sold 
(10,000 at $5) 


Credit: 

Reserve for guarantees $50,000 

When amounts are actually paid 
he will charge them to the reserve 
created during the preceding years. 

Accounting theory recognizes such 
reserves and even encourages their 
creation provided the estimates are 
made in good faith. In fact these are 
the only real reserves. Perhaps be- 
cause of the danger of abuses, the In- 
come Tax Act absolutely refuses to 
recognize them, although they are 
allowed by the Internal Revenue 
Code in the United States. 


5. Deferred income. It happens very 
often that a business accepts money 
for merchandise to be delivered or 
services to be rendered during sub- 


sequent financial periods: milk tickets, 


transportation or theatre _ tickets, 
premiums received in advance, etc. It 
also happens that deposits are made 
on containers which a business binds 
itself to take back at a price deter- 
mined in advance: oil barrels, milk 
bottles, cylinders, reels, etc. 


Formerly, it was the practice of in- 
come tax authorities to consider the 
tickets or containers outstanding at 
the end of a financial period as de- 
ferred income or deposit on future 
engagements, and thus as not falling 
under section 12(1)(e). In 1952, this 
policy was discontinued, with the re- 
sults mentioned at the beginning of 
this paper. It is to this definite kind 
of reserves that the new legislation, 
comprised in sections 85B and 85G, 
applies. As the Act uses the word 
“reserve”, it will be used here, al- 
though we are dealing with deferred 
income rather than reserves. 
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Application of Section 85B and 85G 

Beginning with 1953, in a general 
way the Act permits the creation of 
a “reasonable reserve” which, the fol- 
lowing year, is to be credited to 
revenue. Then another reserve may 
be set up, and so on. 


1. Reserves for services to be rendered 
In the case of services, the follow- 
ing general rule should be applied: 
A—There shall be considered as re- 
venue: 

a) the amount received for services 
to be rendered after the close of 
the fiscal period; 

b) amounts receivable for the same 
kind of services, if the books are 
kept on an accrual basis; 

c) the transfer of the reserve from 
the preceding year. 


B—There shall be allowed as ex- 
pense: 

the creation of a “reasonable re- 

serve” for services to be rendered 

after the close of the fiscal period. 

An amendment applicable to 1958 

and subsequent years stipulates 

that no reserve will be allowed if 

the taxpayer keeps his books on a 

cash basis. 

However, in the case of transporta- 
tion services, the reserve cannot 
exceed the amount received or re- 
ceivable in the year in respect of 
services to be rendered after the close 
of the fiscal period. 


EXAMPLE 

Services other than transportation 

A clothes-pressing business which 
began operations in 1957 sells books 
of tickets for 10 pressings each at 
$5. You are given the following in- 
formation in connection with this 
enterprise: 
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1957 1958 
Total sale of books 
of tickets 10,000 12,000 
1957 books redeemed 5,000 3,000 
1958 books redeemed ... _ 8,000 
Total expense for the year $20,000 $44,000 


The profit of this enterprise will be 
established as follows: 
Year 1957 
Sale of books of tickets 

(10,000 at $5) 

Total expenses 
Reserve for services to be 
rendered subsequently 

(5,000 books at $5) .. 


$50,000 
$20,000 


25,000 


45,000 


$ 5,000 


Net profit for the year 1957 

Year 1958 

Sale of books of tickets 
(12,000 at $5) . 

Transfer of the 1957 
reserve 


$60,000 


25,000 
85,000 
Deduct: 
Total expenses . .$44,000 
Reserve for services to be 
rendered subsequently: 
2,000 books of 1957 
at $5 
4,000 books of 1958 
at $5 


6,000 


. $10,000 


20,000 


74,000 


Net profit for the year 1958 $11,000 


EXAMPLE 
Transportation services 

Let us assume exactly the same par- 
ticulars as given in the previous ex- 
ample, substituting bcoks of bus 
tickets for clothes-pressing ones. As 
in the preceding example, it is to be 
noted that 1957 was the first year of 
operations. 

The profit of this enterprise is there- 
fore established as follows: 
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Year 1957 

Sale of book tickets 
(10,000 at $5) . 

Total expenses 

Reserve for services to be 
rendered subsequently 
(5,000 books at $5) .. 


25,000 


Net profit for the year 1957 


45,000 


$ 5,000 








Note: The reserve for the year 1957 pre- 
sents no difficulties for it does not 
exceed the sale of books for services 
to be rendered subsequently, i.e. 
$25,000. 


Year 1958 

Sale of books of tickets 
(12,000 at $5) . 

Transfer of the 1957 
reserve 


$60,000 
25,000 


$85,000 
Deduct: 
Total expenses . . $44,000 
Reserve for services to 
be rendered subsequently 
(limited to 4,000 books 
sold in 1958 for services 
to be rendered in subse- 
quent years) . 20,000 


Net profit for the year 1958 


64,000 


$21,000 








In the case of transportation ser- 
vices, there must not be taken into 
account, in establishing the reserve, 
amounts received or receivable with 
respect to periods previous to the 
taxation year in question. In the pres- 
ent case, there cannot be included in 
the reserve the 2,000 books of 1957 
that have not yet been redeemed. 


2. Reserves for goods not delivered 

When a taxpayer has received 
moneys for goods not delivered at the 
end of the year, he can, as in the case 
of services and in the same way, de- 
duct a “reasonable reserve”. How- 


ever, in the case of articles of food 
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or drink, the Act requires the applica- 
tion of the same restriction as in the 
case of transportation services, to 
wit, that the reserve cannot exceed 
the amounts received or receivable 
during the year for merchandise not 
delivered at the close of the year. 


3. Reserves for containers 

Up to 1954, reserves for containers 
were subject to the same provisions 
and restrictions as those applicable to 
transportation services and to articles 
of food and drink. This restriction 
has been abolished for 1955 and sub- 
sequent years. However, it should be 
noted that no reserve can be deducted 
in respect of bottles, probably for the 
very good reason that they disappear 
too fast. Moreover, the present dis- 
positions apply not only to contain- 
ers but to all objects serving for the 
delivery of merchandise and redeem- 
able by the vendor at a fixed price. 
For instance, the reels that serve for 
rolling up of copper wire are con- 
sidered as containers. 


4. Reserves for rentals received in 

advance 

In the case of the renting of land 
and chattels, a “reasonable reserve” 
can be created for sums paid in ad- 
vance. The same procedure is fol- 
lowed, and no reserve is allowed if 
books are kept on a cash basis. 

EXAMPLE 
Rental received in advance 

On January 1, 1957, a taxpayer re- 
ceived $3,000 for the rent of a piece 
of land for a period of 3 years. 
Year 1957 


ROME TOCHVEE. 0... i wes ... . $3,000 
Deduct: 
Reserve for rent attributable to 
subsequent years ............ 2,000 
Revenue for the year 1957 ....... . $1,000 








Year 1958 
Transfer of 1957 reserve ...... ... $2,000 
Deduct: 
Reserve for rent attributable 
to the following year ........ 1,000 
Revenue for the year 1958 ........ $1,000 
SSS 
Year 1959 
Transfer of 1958 reserve ........ $1,000 
Revenue for the year 1959 ........ $1,000 








5. Reserves for unearned commis- 
sions—insurance agents or brokers 


Agents and insurance brokers often 
receive commissions for insurance 
contracts of which the duration ex- 
tends beyond the close of their fiscal 
period. The Act permits the estab- 
lishing of a reserve for unearned com- 
missions on insurance contracts other 
than those of life insurance. This re- 
serve is calculated according to the 
number of days to run from the end 
of the fiscal period to the end of each 
contract. 


EXAMPLE 
Insurance agents and brokers 
In 1954, a fire-insurance broker re- 

ceived a commission of $100 on a fire 
insurance contract, to run from May 
1, 1954 to May 1, 1957. The revenue 
of $100 is distributed as follows: 
Year 1954 
Commission received 
Deduct: 

Reserve for ‘unearned 

commission— 

No. days from end of 


financial period to end 
of contract x com’n 851 x $100 


Total number of days= ———— 
1096 


Revenue of 1954 
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Year 1955 
Transfer of 1954 reserve .... 
Deduct: 
Reserve for unearned 
commission— 
No. days from end of 
1955 to end of con- 
tract x commission 


...$ 77.65 


486 x $100 








1096 
$ 44.35 


Revenue of 1955 .......... ..$ 33.30 


Year 1956 
Transfer of 1955 reserve 
Deduct: 
Reserve for unearned commission— 
No. days from end of 
1956 to end of con- 





tract commission 120 x $100 
1096 
$ 10.95 
Revenue of 1956 .......... $ 33.40 
Year 1957 
Transfer of reserve of 1956. . $ 10.95 
Revenue of 1957 ................$ 10.95 


6. Reserves for insurance companies 
(other than life-insurance) 


Insurance companies (other than 
life-insurance) can deduct a reserve 
for the unexpired part of their con- 
tracts in force. The amount of the re- 
serve is subject to the approval of 
the Superintendent of Insurance. As 
in the preceding cases, the reserve of 
one year has to be included in the in- 
come of the following year. 


7. Reserves for deferred revenue on 
instalment or deferred-payment 
sales 


A reserve can be set up concerning 
unrealized profits of instalment sales, 
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for the payments effected after two 
years from the date of the contract. 


At the beginning, it was thought 
that only the profit portions included 
in the payments after two years from 
the date of the contract could be de- 
ducted. In practice, the Income Tax 
Department has been willing to allow 
as a deduction the profit portion of 
all instalments to be received after 
the end of the year provided the con- 
tract runs for more than two years. 
This practice is now legalized by a 
1959 amendment. 


8. Mortgage reserves 

Lastly, enterprises making a busi- 
ness of lending money on the security 
of mortgages may, instead of the or- 
dinary reserve for doubtful accounts, 
claim the deduction of a special re- 
serve provided for by section 85G. 
This new legislation applies to 1955 
and subsequent years. It stipulates 
that the reserve not exceed the lesser 
of the following two amounts: 


(1) 3% of the aggregate of the follow- 
ing amounts: 

a) the principal, 

b) interest receivable, 

c) the values of property ac- 
quired by foreclosure and in- 
cluded in end-of-year in- 
ventory. 


(2) The reserves of the immediately 
preceding year, plus 1/12 of the 
amount obtained above. 


As in the following cases, the re- 
serve of one year should be credited 
to the income of the year following. 
Moreover, the dispositions of section 
85G do not apply to loans made in 
virtue of the National Housing Act, 
1954, and any of the Housing Acts 
defined in the Central Mortgage and 
Housing Corporation Act. 
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EXAMPLE 
Mortgage reserves 


A loan company began operations 
in 1957 and at the end of 1957 and 
1958 showed the following assets: 








1957 1958 

Loans on mortgages 

— principal ........ $500,000 $750,000 
Interest receivable .... 50,000 50,000 
Property acquired by fore- 

closure and included in 

end-of-year inventory 50,000 40,000 

NE ocak ON $600,000 $840,000 

Year 1957 
The year 1957 reserve would be 

8% of $600,000 or . ... . $18,000 
Year 1958 
Transfer of the 1957 reserve ...... $18,000 


The reserves for 1958 will be the 
lesser of the following: 
(1) 3% of $840,000 = $25,200, or 
(2) (a) Reserve from preceding 
year $18,000 
(b) 1/12 of $25,000 2,100 


$20,100 
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The lesser of (1) or 
(2) will be the 1958 





YESCTVE ... 2... nase 20,100 

Leaving a net deduction 

Wee. Pts $ 2,100 
Conclusion 


As one can readily see, the attempt 
to translate business transactions into 
legal terms is not an easy task, es- 
pecially when the legislator prefers to 
set rigid rules than to let business be 
guided by accounting principles. 
Should more rigid rules be _ incor- 
porated in the Act in order to enlarge 
the present concept of “reserve” by 
bringing in estimated expenses? 
Should, on the other hand, section 
12(1)(e) and sections 85B and 85G 
be removed altogether? This is be- 
yond the scope of the present paper 
and is a question for further discus- 
sion. 





ll. Tax Relationship 
and Gross Earnings 


]. E. Smyth, F.C.A. 


At some vague time in the past our 
income tax law has picked up, and 
since sanctified through a succession 
of learned judgments, a concept of 
gross business income that, to an ac- 
countant, is rather like that of the lay- 
man. Now in all the disciplines, the 
layman is regarded as a person badly 
in need of enlightenment. For ex- 
ample, the layman has some primitive 


ideas about accounting concepts. He 
thinks that assets are always things 
that you can see. He thinks that profit 
is inevitably represented by an in- 
crease in the business bank account. 
He thinks that figures used to de- 
scribe assets on a balance sheet show 
what the assets can be sold for. He 
thinks that the business has some 
extra money somewhere, equal to the 
surplus and reserves appearing on its 
balance sheet; and for our present 
purposes he thinks that gross income 
means receipts. 


Receipts are any and all inflows of 
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money into a business regardless of 
their source. If we think about the 
various kinds of transactions which 
can have this effect, we will soon 
identify some which we could not 
bring ourselves to say would produce 
any “gross income” for a business. For 
example, when a business borrows 
money from a bank, it enjoys a re- 
ceipt of money, but we would hardly 
say that the proceeds were gross in- 
come. Nevertheless, tax decisions in 
which judges or members of the In- 
come Tax Appeal Board have sug- 
gested that a receipt must be included 
in income unless it is held in trust for 
subsequent repayment have come 
dangerously close to stating a propo- 
sition that would include bank loans 
in gross income:' bank loans would 
serve no purpose if their proceeds had 
to be kept apart and could not be ap- 
plied generally to the needs of the 
business. The issue of shares and 
bonds and the sale of long-term assets 
at a price equal to unamortized cost 
provide further examples of receipts 
that cannot be described as gross in- 
come. 


Nature of Gross Income 

When we talk about gross income, 
we have something different in mind 
from receipts. We have two choices. 
We can either adopt a separate ac- 
counting definition of gross income, 
or we can try to adapt the receipts 
idea as we go along. Income tax has 
taken the latter course, twisting, bend- 
ing, expanding, buttressing the “re- 
ceipts” concept, as deficiencies in it 
have appeared and required correc- 
tion, but never abandoning it. Wit- 
ness how many times the terms “re- 
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ceipts” and “income” are used inter- 
changeably in our income tax deci- 
sions! The process of patching up our 
tax law has left us with a concept of 
gross income which is no longer 
money receipts, pure and simple, but 
which is not yet quite the account- 
ing concept of revenue. 


How then might an accountant de- 
fine gross income? The writer ven- 
tures the following definition: 


“Gross income (or revenue) is the 
measure of the cash, or of the claims 
to cash which have a reasonable like- 
lihood of collection, which are ac- 
quired, or of the reduction in liabil- 
ities which is effected, in exchange for 
stock-in-trade supplied or services 
rendered; or where the asset supplied 
is not stock-in-trade, revenue is the 
excess of the cash or claims to cash 
obtained over the unamortized cost or 
book figure of the asset.”? 


Accounting v. Tax Concepts 

In what respects, then, does the ac- 
counting concept of gross income 
differ from receipts? 

1. The accounting definition recog- 
nizes an inflow of assets in the 
form of accounts receivable as 
well as money, and makes provi- 
sion for the sale in which the con- 
sideration is to be the cancellation 
or reduction of an outstanding 
debt owing to the customer. 

2. The accounting definition makes 
it clear that there are some trans- 
actions which never create gross 
income, though they may result in 
an inflow of assets. These are the 
transactions which produce an in- 





1 See, for example, the Capital Transit case. 
2 This definition is consistent with that given 
in “Accounting Terminology,” published 





by the Canadian Institute of Chartered 
Accountants, though the wording is not 
identical. 
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flow of assets without the business 
having to sell any goods or render 
any services. (Such transactions 
include an issue of shares, borrow- 
ing and financing the acquisition 
of assets by obtaining credit. ) 


3. The accounting definition makes it 
clear that there is no gross income 
until goods have been made avail- 
able to the customer or services 
rendered. 

As a recent illustration of the way 
in which our tax law has had pro- 
gressively to modify its “receipts” ap- 
proach to the measurement of gross 
income, the Act was amended in 1955 
to include the following definition of 
“gross revenue’ : 


“Gross revenue means the aggre- 
gate of all amounts received in a taxa- 
tion year or receivable in the year 
(depending on the method regularly 
followed by the taxpayer in comput- 
ing his profit) otherwise than as or 
on account of capital.” 


Thus, the income tax definition has 
moved two-thirds of the way from the 
simple, crude concept of money re- 
ceipts to the full accounting concept 
of gross income. It recognizes that 
revenue includes accounts receivable 
as well as money and probably also 
a reduction in liabilities In the 
second place, the income tax defini- 
tion concedes that receipts on account 
of capital are not revenue, though it 
requires a liberal interpretation of 
*J.T.A. s. 139(1)(sa). 

‘The word “amount” is defined in s. 139 

(1)(a) to mean “money, rights, or things 
expressed in terms of the amount of money 
or the value in terms of money of the right 
or thing”. Presumably, a reduction in 
liabilities could be construed as one of 
the “things” encompassed by this defini- 
tion. 
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“capital” to exclude an inflow of assets 
resulting from financing assets on 
trade credit, or bank borrowing. The 
most important respect in which the 
Act’s definition continues to be de- 
ficient is that it does not insist that 
goods must have been supplied or 
services rendered before there is any 
“gross revenue’. 


The idea that there is no gross in- 
come until goods have been shipped 
or set aside or services rendered is 
a subtle one, and it has been respon- 
sible for considerable dissatisfaction 
with the Income Tax Act in the past. 
One of the ways in which credit may 
be extended to a business is, strangely 
enough, not by its suppliers but by its 
customers. It takes both an under- 
standing of the accounting idea of 
gross income and a more compre- 
hensive definition of a liability than 
is usually accorded that term to see 
that a business may sometimes owe 
its debts in other than money; that it 
may, instead, owe future goods and 
services for which it has been paid 
in advance. It owes these goods or 
services to its customers. Our income 
tax law has never been quite equal to 
the subtlety of the idea. The trouble 
stems from its insistence on trying to 
relate income to receipts. 


Tenacity of Legislators 

The tenacity with which the legis- 
lators of our tax law have clung to the 
idea that income means receipts, more 
or less, is illustrated by the line they 
took when the Act was revised to in- 
clude section 85B. The so-called milk 
and bus ticket cases around 1952 led 
to a public outcry and a demand that 
receipts for future goods and services 
ought to be excluded from taxable 
income. The revision which followed 
still did not recognize that these re- 
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ceipts should be excluded from in- 
come; rather it provided that they 
should be deducted from income. 
This is really more than a matter of 
semantics or playing with words; if 
the receipts were never part of gross 
income in the first place, the logic of 
insisting that they shall be first in- 
cluded in income and then be deduct- 
ed violates the whole spirit of the ac- 
counting approach to determining 
gross income. In “Income Tax for 
Accountants”, at page 204, Professor 
Leonard writes, “It should be axio- 
matic that without the earning of 
revenue no income can result. The 
legal mind seems to find difficulty 
with the accrual basis of income mea- 
surement as opposed to the cash 
basis.” 


This section in the Income Tax Act 
requires, first, that current receipts 
and receipts in respect of future 
goods or services shall be included in 
gross income; secondly, that cer- 
tain specified deductions ( “reserves” ) 
will then be permitted, including a 
reasonable amount in respect of such 
goods and services. 


Apart from the complexity of this 
arrangement, there is a danger that 
the list of specified deductions will 
not be sufficiently comprehensive to 
ensure that the net figure remaining 
is revenue for the year, and nothing 
more. The Income Tax Act does not 
do on the expense side what it at- 
tempts to do on the revenue side. It 
does not, for example, say that every 
outlay made by the business must 
first be tabled as an expense, and that 
a list will be provided of specific 
kinds of items which must then be de- 
ducted from the total of these outlays 
to arrive at the allowable expenses. 
It does not do this, presumably, be- 
cause it recognizes the possibility that 
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any list of non-expenses which it 
could provide might not be com- 
plete, and then the taxpayer would 
unwittingly be permitted to claim 
more than his expenses. Ought not 
the same reasoning to apply on the 
gross income side? 


A Parallel Fantasy 

To illustrate the point in another 
context, suppose we imagine an en- 
tirely fictitious incident at the Can- 
adian border with Canadian Customs. 
As we drive up on our return from a 
visit to the U.S.A., we encounter the 
Customs officer. “Pull over to one 
side, and come in and declare every- 
thing you have brought with you,” he 
says. “But,” we stammer, “Surely 
you just mean imports.” “No,” the 
Customs officer replies, “You do just 
exactly as you are told. After you 
have completed your declaration, we 
will go over it, and we have a list of 
the items that can be deleted. You 
will only be liable for duty on what is 
left.” And so, with all the conscien- 
tious fervour of the true patriot, we 
declare every last thing we have 
brought back with us from the U.S.A. 
Then the list of permissible deduc- 
tions is produced, and some of the ob- 
vious items such as the car we took 
with us are deleted. Unfortunately, 
however, through some oversight we 
find that the list of permissible deduc- 
tions does not include the clothes we 
have been wearing ever since we left 
home. “I am sorry,” the Customs 
officer concludes. “I think I see the 
injustice to you, but I have no choice 
but to apply the law. Your remedy is 
to get the law changed and the list 
lengthened. I am afraid I must assess 
you customs duty on your clothing.” 


Now, such a fantasy does not, of 
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course, represent actual Customs pro- 
cedure. It is a question, however, 
whether it does not come close to rep- 
resenting income tax procedure. If 
gross income is to be interpreted on a 
receipts basis subject to certain de- 
ductions, then one of the deductions 
which might logically be included in 
the list, but is not, is an allowance for 
cash discounts which will be given to 
customers in respect of the present- 
ly outstanding accounts receivable. 
There is no telling what cther omis- 
sions the business man, with his 
genius for dreaming up a novel situa- 
tion, may yet turn up. 


Expenses 

On the side of expenses, the Act 
permits the taxpayer to deduct ex- 
penses which are made or incurred 
for the purpose of gaining or produc- 
ing income from his property or busi- 
ness. Expenses claimed will be dis- 
allowed insofar as they fail to satisfy 
this condition. Is it possible that the 
Act could take the same position with 
respect to revenue? Would it be pos- 
sible to stipulate that all receipts in 
respect of current and future income 
should be allocated between revenue 
of the current year and liabilities at 
the end of the year in accordance 
with the accounting concept of re- 
venue? If so, disallowances might be 
confined to those instances in which 
the taxpayer failed to declare his 
gross income in accordance with a 
proper accounting definition of the 
term. 


To achieve this result, it would not 
be necessary that the Income Tax 
Act should define gross income. The 
Act would need only to state that for 
the purpose of determining the gross 
income of a taxpayer, the accounting 
concept of revenue as used for the 
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ordinary purposes of business should 
apply. Those who review appeals 
from tax assessments should then be 
people who have an understanding of 
business practice in this respect. 


Since the publication in 1953 of 
C.1.C.A. Bulletin No. 9, the term 
“reserve”, as the Income Tax Act uses 
it, is in high official disfavour. Bul- 
letin No. 9 urges that the term should 
not be used to designated deferred 
income. Since the revision of the Cor- 
porations Act of Ontario in 1954 the 
use of the term in this sense is also 
proscribed for the published balance 
sheets of companies incorporated 
under that Act.® This provision was 
undoubtedly intended as a contribu- 
tion to the clarity and meaning of 
published financial statements. We 
are left with the legal anomaly of a 
federal statute blandly using a term 
in the sense now categorically con- 
demned by a provincial statute. 


In a case heard some years ago in 
the United States, Mr. Justice Mc- 
Reynolds made a remark which has 
enjoyed the almost unique distinction 
of having been later cited with ap- 
proval by accountants.’ He said, “Di- 
vorced from reality, taxation becomes 
mere oppression.” Even so, the re- 
mark is not entirely free from diffi- 
culty if we think about the words 
“reality” and “oppression”. Does op- 
pression inevitably follow from the 
imposition of an unrealistic tax? With- 
out doubt, when an accountant refers 
to a “realistic” income tax, he is think- 
ing of a tax whose central proposi- 
tions accord closely with the concepts 


5 The Corporations Act (Ontario) section 91. 


8 Helvering v. Midland Mutual Life Insur- 
ance Co., cited by James L. Dohr, “Income 
Divorced from Reality”, The Journal of 
Accountancy, December, 1938. 
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of business income developed by his 
fellow practitioners over the years. On 
these terms, an unrealistic income tax 
which disregards accounting con- 
cepts would not always be oppressive 
to everyone. One can conceive of 
some taxpayers benefitting at the ex- 
pense of others, and we should hard- 
ly call them oppressed. While the 
judge’s expression is compendious, it 
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might therefore have been more pre- 
cise to say, “Divorced from reality, 
taxation becomes merely capricious, 
favouring some and _prejudicing 
others.” The case for an income tax 
which draws its inspiration from ac- 
counting concepts of income is, then, 
that the resulting incidence of the tax 
is, as among all taxpayers, most likely 
to be fair and equitable. 


The Challenge Facing Britain 


During the last war, cooperation between the [British] government and 
industry was essential and born of a common and clearly evident danger. 

Today we are faced with another kind of danger, equally real but per- 
haps not so patently obvious; that of losing our place in world markets 
upon which our standards of living depend. 

We are now confronted with an established Common Market in Western 
Europe, an economic unity which will be a powerful and resourceful com- 
petitor in the markets of the world. Within the Common Market itself, we 
shall be faced with revolutionary changes and a new challenge which will 
require all our skill and ingenuity to overcome. 

But, quite apart from the emergence of this new econcmic force, there 
are indications that the Soviet Union is anxious to develop and expand her 
export trade, and it is quite possible that in a few years time she will con- 
stitute yet another serious rival in the world’s markets. Thus, it is clearly 
evident that it is not too soon for British industry to be making adequate 
preparations to meet the struggle which lies ahead. 

Whilst competition between firms within the confines of the country is 
healthy and conducive to efficient production, the eventual aim of industry 
is to satisfy the wants of the community and to earn sufficient foreign 
exchange to enable us to raise our standards of living. To do this, in the 
face of the coming intensified struggle for the markets of the world, requires 
a completely new outlook. 

This new outlook must take the form of willingness to collaborate, with 
other firms within the industry, in research into fundamental problems in the 
field of increased productivity and research into the fields of commerce and 
marketing at home and abroad. 


—H. J. Furness, president, The Institute of Cost 
and Works Accountants, to the 30th National 
Cost Conference, London, reported in The 
Acccountant, June 13, 1959. 











Edited by W. BARRY COUTTS, C.A. 


Accounting Research 


The widespread increase in the use 
of long-term leases in recent years has 
led to the recognition by the account- 
ing profession of a need to develop 
an appropriate accounting treatment 
for such leases. As yet, however, no 
generally accepted procedure has 
been developed nor has the amount 
of disclosure required in financial 
statements regarding such leases been 
determined to the satisfaction of all 
members of the profession. This sub- 
ject was discussed at the accounting 
research sessions of the 1959 C.I1.C.A. 
conference in Vancouver. The paper 
by Gordon R. Ferguson, F.C.A., part- 
ner of Thorne, Mulholland, Howson 
& McPherson, Toronto, introducing 
the problem to the session is repro- 
duced below. 


SALE-LEASE-BACK FINANCING 
Gordon R. Ferguson, F.C.A. 


In a dynamic economy, constant re- 
view and evaluation of our account- 
ing techniques and methods of pre- 
sentation are essential if proper dis- 
closure is to be achieved in the field 
of financial reporting. Among the 
many changes and developments as- 
sociated with the post-war years is 
one which has mushroomed rapidly 
and is gaining ever-increasing popu- 
larity as it spreads throughout all 
phases of our economy. Commonly 
referred to as sale-lease-back finan- 
cing, original ownership and sale of 
an asset are not essential to the situa- 
tion under review today and the 
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broader phrase “accounting for long- 
term leases” might be a preferable de- 
scriptive title. 

In articles and books which have 
recently appeared contending that our 
present methods of disclosure with re- 
spect to long-term leases are inade- 
quate, considerable emphasis seems to 
be placed on the word “financing”, 
implying that these are not in fact or- 
dinary leases but methods of financing 
camouflaged under the familiar cloak 
of a rental contract. In my opinion, 
this is not the prime distinction. Any 
rental contract is a form of financing 
in that the use of an asset is acquired 
in consideration of periodic rental 
payments in lieu of the investment of 
capital funds to achieve similar re- 
sults. Obviously, the important dis- 
tinction here is the extended term of 
the lease and the associated special 
rights and obligations. 


A sale-lease-back transaction usual- 
ly has the following characteristics: 


1. The sale of property in return for 
an agreement to lease back the 
property for a long term, usually 
20-30 years. 


2. The useful life of the property 


covered by the lease is generally 
in excess of the term of the lease. 


8. The lessor has title to the property 


at the end of the lease. 


4. The agreement is usually subject 


to renewal options or some sort of 
purchase option. 
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5. The rentals are determined on the 
basis of annuity calculations and 
will, over the period of the lease, 
repay to the lessor his investment 
together with reasonable interest 
thereon. 

An alternative method exists where 
a company acquires the use of an as- 
set through such a long-term lease 
without prior ownership. The results 
are the same in either case — the 
company obtains the use of an asset 
in return for long-term lease commit- 
ments. Although these contracts origi- 
nally dealt largely with real estate, 
they now extend to all forms of capi- 
tal assets. 

This discussion is not concerned 
with the advantages, disadvantages, 
or the tax implications and conse- 
quences, of long-term leasing, but 
rather with the problems involved in 
determining the proper accounting 
for, and disclosure of, this method 
of financing. 

Those who argue that our present 
methods of disclosure are inadequate 
point out in support of their conten- 
tion the peculiar characteristics of 
long-term leases, such as: 


1. The commitments under a long- 
term lease are substantially similar 
to those under long-term debt, in 
that they consist of a series of an- 
nual payments equivalent to the 
liabilities assumed under a bond 
issue with sinking fund require- 
ments. 

2. The rents are so calculated as to 
return to the lessee his investment 
and a reasonable rate of interest, 
with no reference to the existing 
rentals in effect for similar prop- 
erties. 

3. It is the announced policy of lend- 
ers that such a loan is based on 
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their reliance on the general credit 
of the proposed lessee, rather than 
the value of the property involved, 
and thus a sale-lease-back agree- 
ment differs from the ordinary 
transfer of rights of occupancy. 


4. The rejectable offer clause, often 
part of the agreement, is a privi- 
lege similar to the redemption 
clause in a bond indenture. 


5. The lessee, under the net-lease ar- 
rangement, takes on the duties of 
a property management equiva- 
lent to those of a property owner, 
and pays all maintenance costs, 
taxes, insurance and similar carry- 
ing charges. 

On the basis of these characteristics 
there is little doubt that long-term 
leases do provide financing on a basis 
similar to that provided by long-term 
debt. What particular objections to 
present methods of disclosure are re- 
lated to this similarity? They are 
twofold: 


1. Balance sheet disclosure 

Under long-term debt, the liability 
for principal payments which must be 
met is fully disclosed. Under lease 
financing the corresponding liability 
does not appear. 


2. Disclosures in the statement of 
income 

Under debt financing interest is 
shown as a financial expense. Under 
lease financing the rental payments 
are buried in “cost of sales” or “selling 
and administrative expense”. 

On the assumption that long-term 
debt and long-term leases are merely 
alternative methods of financing the 
cost of a particular asset, it is con- 
tended that these different methods of 
disclosure result in distortions and er- 
roneous conclusions on the part of 
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those analyzing financial statements. 
Obviously these alternative methods 
would affect such ratios as: 


(a) the relationship of long-term 


debt to asset values, 

(b) the relationship of interest re- 
quirements to asset values, 

(c) the significance of interest and 
sinking fund requirements to the 
participation of preferred and 
‘common shareholders. 


In effect, it is claimed that without 
any effective change in capital em- 
ployed or long-term obligations, the 
interpretation of the financial condi- 
tion of a company which has resorted 
to long-term lease financing will, in 
the minds of investors and financial 
analysts, be seriously distorted. 


The critics of the present methods 
are, however, constructive in their 
criticism and recommend accounting 
and disclosure methods which they 
suggest will adequately remedy the 
shortcomings they feel presently exist. 
In general, they suggest a recasting of 
the long-term lease material into the 
familiar mould of long-term debt, and 
the treatment of the result in terms of 
what it might have been and, they 
feel, really is. 

This is accomplished by the follow- 
ing procedures: 


1. The present value of future rental 
payments is calculated for each 
long-term lease, and reflected on 
the balance sheet as a liability un- 
der the caption “Liability under 
lease contracts”. 


2. A corresponding asset is recorded 
at cost (assumed to be equal to 
the recorded liability) and cap- 
tioned “Rights to leased property”. 

3. To reflect the transactions proper- 

ly in the statement of income, the 
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annual rental is broken down into 
two factors: 
(a) interest, (b) principal. 


4, The interest portion is recorded 
in the income statement as “in- 
terest”. The principal portion is 
applied as a reduction of the lia- 
bility. 

5. The asset is similarly amortized 
by a debit to operating costs cap- 
tioned “expiration of rights to 
leased property”. This item pre- 
sumably being comparable to de- 
preciation under the long-term 
debt plan. 


In effect they are saying, “Since 
long-term leases accomplish the same 
purpose as long-term debt, we shall 
ignore the existence of the lease and 
revise our accounting records and fi- 
nancial statements to reflect the situa- 
tion as if the company had acquired 
an asset by means of debt financing”. 

The apparent simplicity of this ap- 
proach is complicated in practice by 
variations such as: 


1. The determination of standards to 
determine which lease should be 
included and which excluded. 


2. The problem of conditional rental 
payments based on sales or other 
variants which preclude accurate 
amortization. 

3. The need for splitting “gross” rent- 
als, where applicable, between 
pure rent and payments for main- 
tenance, taxes, insurance, etc. 


4, The determination of the proper 


rate to be used in calculation of 
the present value of future pay- 
ments. 


5. The need for a decision as to the 


method of amortization to be used, 
and the treatment of capital pro- 
fits or losses if different methods 
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of amortization are applied to the 
asset and liability. 


These are some of the problems 
that one can foresee in the application 
of this modified accounting approach. 
Unquestionably some other difficulties 
would arise and lack of uniformity 
would exist in its application. 

What are the present practices and 
requirements that these critics deem 
inadequate? 

In the United States, the American 
Institute of Certified Public Account- 
ants issued a bulletin on disclosure re- 
quirements re long-term leases in 
which is stated: 

“The committee believes that ma- 
terial amounts of fixed rental and 
other liabilities maturing in future 
years under long-term leases and pos- 
sible related contingencies are ma- 
terial facts affecting judgments based 
on the financial statements of a corp- 
oration, and that those who rely upon 
financial statements are entitled to 
know of the existence of such leases 
and the extent of the obligations 
thereunder, irrespective of whether 
the leases are considered to be advan- 
tageous or otherwise. Accordingly, 
where the rentals or other obligations 
under long-term leases are material 
in the circumstances, the committee is 
of the opinion that: 

(a) disclosure should be made in fi- 
nancial statements or in notes 
thereto of: 

(1) the amounts of annual rent- 
als to be paid under such 
leases with some indication 
of the periods for which 
they are payable and 

(2) any other important obliga- 
tion assumed or guarantee 
made in connection there- 
with; 
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(b) the above information should be 
given not only in the year in 
which the transaction originates 
but also as long thereafter as the 
amounts involved are material; 
and 

(c) in addition, in the year in which 
the transaction originates, there 
should be disclosure of the prin- 
cipal details of any important 
sale-and-lease transaction”. 


It is interesting to note that they 
give some support to the modified ac- 
counting treatment mentioned earlier 
as they go on to say, in part “...the 
committee is of the opinion... that, 
where it is clearly evident that the 
transaction involved is in substance 
a purchase, the ‘leased’ property 
should be included among the assets 
of the lessee with suitable accounting 
for the corresponding liabilities and 
for the related charges in the income 
statement”. 


However, the tests suggested by the 
committee to be used in assessing 
whether the transaction is in reality a 
purchase seem to impose too onerous 
a burden on the shoulders of the ac- 
countant, particularly if management 
were to take a contrary stand. He 
must decide in each particular case: 


1. If the purchase option is for an 
amount obviously much less than 
the prospective fair value of the 
property; 

2. If the rentals are so out of line 
with rentals for similar properties 
as to create the presumption that 
a portion of the rentals are par- 
tial payments under a purchase 
plan; and 

3. If it is clearly evident that the 
transaction is in substance a pur- 
chase. 

I think that the public accountant 
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could be expected to take a stand on 
these points only in very extreme 
cases. 

In Canada, Bulletin No. 14 of the 
C.LC.A. prescribes the following dis- 
closures under “notes to financial 
statements”: 


“(4) Long-term leases 

Material contractual obligations in 
respect of long-term leases, includ- 
ing, in the year in which the transac- 
tion was effected, the principal details 
of any sale and lease transaction”. 


The Ontario Corporations Act, the 
latest to be revised, contains similar 
requirements. 


The practice in Canada has accord- 
ingly been, in general, to refer to the 
total rentals payable under long-term 
leases by way of footnote. 

What conclusions can be drawn 
from all this? 

1. There is no doubt that it is gen- 
erally agreed that disclosure 
should be made of the obligations 
associated with long-term leases. 

2. Obviously, if disclosure is to be 
made, it must be sufficiently com- 
prehensive to give investors, finan- 
cial analysts and loaning institu- 
tions sufficient information for 
needs. 

3. In many cases, the disclosures pre- 
sently being made fall short of 
achieving this objective. Con- 
formity to our bulletin and the 
governing Acts can be achieved 
by a brief reference to total future 
rental payments which would be 
difficult to interpret or analyze. 

If we accept the concept that pres- 
ent disclosures are inadequate, what 
then is the solution? Two alternatives 
are possible: 

One approach would be to account 
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for long-term leases by the meth- 
od outlined earlier, that is, to convert 
the lease commitments to a debt 
equivalent, and to present the infor- 
mation in terms which it is thought 
would be more readily understood. 
It is true that a great deal of thought 
has gone into these submissions and 
a certain amount of accounting ingen- 
uity has been applied in an attempt to 
present in financial statements the in- 
formation it is felt should be disclos- 
ed. However, I fail to subscribe to 
it. It seems too drastic a departure 
to gain ready acceptance, and would 
possibly create more confusion and 
misunderstanding than it would cure. 


Why should a recognized business 
transaction be restated in other terms 
merely to maintain certain financing 
ratios which would have existed under 
other circumstances? Financial ana- 
lysts, lending institutions, etc., are fa- 
miliar with this type of financing and, 
given adequate information, they can, 
and do, properly evaluate the signi- 
ficance of these commitments. 


2. The alternative to this modified 
accounting method is adequate dis- 
closure by way of footnote. Our pres- 
ent bulletins and governing Acts do 
not prescribe what type of disclosure 
is preferable or what details should 
be shown. Perhaps we should con- 
sider the basic disclosures which 
would be desirable. 


Proponents of the elongated foot- 
note method have compiled an im- 
pressive list of information which 
could be included and which appears 
to go even further in the matter of 
disclosure than the modified account- 
ing method. Their notes would in- 
clude reference to: 


1. the aggregate amount of financing 
secured by the lease method, 
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2. a schedule of the periodic rentals 
called for under the agreements, 

3. an indication of the property man- 
agement duties assumed by the 
lessee, 

4, the term of the lease and cancel- 
lation provisions, 

5. renewal provisions, and 

6. details of the property covered by 
lease agreements. 

This approach might be feasible in 
cases where one or two properties are 
involved, and consideration should be 
given to these points in any particular 
case. However, as a general require- 
ment, to apply to companies with 
perhaps hundreds of such lease-con- 
tracts, such detailed disclosure is not 
feasible. 

A suggestion of a compromise ap- 
proach would appear to overcome 
many of the objections previously 
mentioned. This suggestion is that 
there should be included as part of 
the footnote a brief schedule of the 
present values of the future rental 
payments capitalized at a specified 
rate of interest. 

This would indicate the equivalent 
financing accomplished, give more 
significance and better perspective to 
the footnote, and permit analysts to 
convert these commitments readily to 
a comparable debt position and de- 
termine a reasonable interest charge 
for the purpose of their calculations. 

A typical footnote for a company 
with say 100 long-term lease contracts 
might then read as follows: 
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“the aggregate minimum rentals 
(exclusive of taxes, insurance and 
other occupancy charges paid by the 
company ) under long-term leases ( ex- 
tending beyond five years from the 
balance sheet date) in effect at 
December 31, 1958 amounted to 
$100,000,000. 

“The current year’s rental payments 
under these leases amounted to $6,- 
500,000, and the present values of 
future minimum payments, computed 
at 6%, are as follows: 


Expiring 1964 to 1968 . 31,000,000 
Expiring 1969 to 1973 20,000,000 
Expiring 1974 to 1978 12,000,000 
Expiring 1979 to 1983 6,000,000 


$69,000,000” 


The calculation of these present 
values is not a difficult task, and for 
the sake of uniformity our bulletins 
might well define a long-term lease, 
such as one extending more than five 
years from the balance sheet date, 
and possibly prescribe the interest 
rate to be used in the computation of 
present values. 


Whether the valuation is the re- 
quirement of a more comprehensive 
footnote, perhaps along the lines sug- 
gested, or some alternative method of 
disclosure, the profession should give 
consideration to this problem of dis- 
closure of long-term lease commit- 
ments. The amounts involved are tre- 
mendous, and our critics cannot be 
brushed aside without a fair hearing. 


Tax Review 


DESIGNATED SURPLUS 

The acquisition of control of one 
Canadian corporation by another is 
an every day occurrence. In many 
cases it is the inevitable consequence 
of an expanding economy which en- 
courages corporate growth and re- 
quires large concentrations of capital. 
Succession duties and estate taxes 
may also induce the sale of a closely 
held corporation, and situations arise 
where businesses are sold because a 
continuation of successful manage- 
ment is uncertain. Whatever the cause 
for the sale of a business may be, it is 
often desirable and should not be 
obstructed unnecessarily by tax legis- 
lation. 

Hearsay has it that prior to 1950 
when dividends could pass from one 
taxable Canadian corporation to an- 
other, tax-free in any and all circum- 
stances, the purchase and sale of a 
corporation was a comparatively 
simple matter once a meeting of 
minds between purchaser and vendor 
was reached as to price. The infer- 
ence would seem to be that present 
tax legislation discourages or unneces- 
sarily complicates such transactions 
by introducing tax considerations to 
the bargaining table. 

The exemption of inter-corporate 
dividends was designed to avoid 
triple taxation for, without it, profits 
would be taxed when earned, when 
paid to a parent company or com- 
panies and finally when distributed to 
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individual shareholders. This exemp- 
tion, however, played into the hands 
of shareholders of closely held cor- 
porations with large balances of un- 
distributed income. 


The shares of such a corporation 
could be sold to another company 
which could drain off the subsidiary’s 
undistributed income as tax-free di- 
vidends to pay for all or a portion of 
the cost of the shares to the pur- 
chaser. Such dividends would, of 
course, constitute undistributed in- 
come to the purchasing company but 
it could take the process one step 
further and liquidate the subsidiary 
completely. If this was done, a loss 
would be realized on the purchasing 
company’s investment which, to the 
extent that it exceeded anv capital 
profits it might have, could be offset 
against the undistributed income re- 
ceived from the subsidiary. Where 
the liquidation is not undertaken a 
taxable distribution of undistributed 
income could be postponed indefinite- 
ly. Where liquidation does occur, the 
effect is to capitalize undistributed in- 
come without payment of tax. To the 
shareholders of closely held corpora- 
tions in high income tax brackets, the 
advantages to be gained from such 
arrangements were very attractive, 
particularly as they also served to 
overcome anticipated problems aris- 
ing from succession duties. 


The taxation authorities could not 
be expected to remain indifferent, 
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where a provision in the law, intend- 
ed to avoid triple taxation, unwitting- 
ly permitted the avoidance of double 
taxation, an established and accepted 
principle of Canadian tax law. Con- 
sequently the law was amended in 
1950 and the concept of “designated 
surplus” emerged. 

The amendments provided that 
where control of one Canadian cor- 
poration was acquired by another 
after May 10, 1950, the undistributed 
income on hand in the controlled cor- 
poration became “designated”. Any 
dividends received by the controlling 
corporation out of such surplus could 
not be excluded from income and 
thus became subject to tax at normal 
corporate rates. Control, as used in 
this context, means more than 50% of 
the share capital having full voting 
rights under all circumstances and 
it can be obtained by one corpora- 


tion or by that corporation and per- 
sons with whom it does not deal at 
arm’s length. 

This provision, now section 28(2) 
of the Income Tax Act, has remained 
unchanged although it has been a 


source of considerable _ irritation. 
However, it should be pointed out 
that because the section imposes tax 
only on dividends received by a tax- 
able Canadian corporation out of 
designated surplus, it is not an insur- 
mountable obstacle to the purchase 
or sale of a business. 


Control Period Earnings 

While dividends may not be paid 
out of designated surplus without 
serious tax implications, there is noth- 
ing to block the payment of dividends 
out of profits earned after the acqui- 
sition of control. Dividends paid by 
a controlled corporation are deemed 
to come out of “control period earn- 
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ings” first and thereafter out of 
designated surplus. “Control period 
earnings” are defined as the aggregate 
of the controlled corporation’s in- 
comes during the control period 
(which commences with the fiscal 
year in which control is acquired and 
ends with the fiscal year for which 
the determination is necessary ) minus 
certain deductions. The deductions 
permitted are federal income taxes 
and dividends paid previously. The 
definition fails to take into account 
certain items which, because they are 
reductions of undistributed income 
but not of control period earnings, 
tend to reduce the designated surplus, 
sometimes to a large extent. Some of 
these items would be provincial in- 
come taxes, life insurance premiums, 
disallowed or unreasonable expenses 
and net capital losses. Should any 
of these be a factor, it is evident that 
the problems of designated surplus 
gradually disappear, for the desig- 
nated surplus itself will gradually 
disappear. 


Section 105B 

If designated surplus was still a 
problem, it could be avoided prior 
to 1955 by selling the shares of a 
company with undistributed income 
to either a tax-exempt organization or 
a dealer in securities. The company 
could be wound up and its undis- 
tributed income distributed without 
incurring a liability for tax. General- 
ly, arrangements to wind-up a com- 
pany could be made more simply 
with a dealer in securities than with 
a tax-exempt organization. The pro- 
cedure was to sell the company’s 
shares to a dealer in securities for a 
price slightly less than the total pro- 
ceeds to be received on winding-up, 
so that he would receive a modest 
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profit for his trouble. The dealer 
would pay tax upon the dividend, but 
was entitled to deduct the loss which 
occurred after the company had been 
stripped so that the net result was a 
modest profit. The profit amounted 
to a fee for his services and was an in- 
expensive price to pay to rid a com- 
pany of undistributed income. Also, 
because section 28(2) did not affect 
non-resident companies, it uninten- 
tionally discriminated against Can- 
adian corporations and created a situ- 
ation which even restrained criticism 
referred to as intolerable. A non- 
resident parent could acquire a Can- 
adian subsidiary and receive divi- 
dends out of its designated surplus 
without incurring any liability for tax 
on the designated surplus as such. 
It would be liable only for tax, de- 
ducted at source, at the normal rates 
exigible on dividends. Depending on 
various factors, withholding taxes are 
either 15% or 5% and in the case of 
dividends from a wholly owned sub- 
sidiary to a United Kingdom parent 
company, no Canadian tax is exigible 
on dividends. 


Section 105B was enacted in 1955 
to close these loopholes. It provided 
that if control of a corporation was 
acquired by any of the persons re- 
ferred to immediately above after 
1954, the payor would be liable for a 
tax on dividends paid out of desig- 
nated surplus after April 5, 1955. 
Where the payor is controlled by 
either a non-resident corporation or a 
tax-exempt person, other than a per- 
sonal corporation, the dividend paid 
out of designated surplus is taxable at 
15%. Where a trader or dealer in 
securities controls the company, the 
tax is 20%. It is observed that, in the 
case of dividends paid out of desig- 
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nated surplus to a non-resident cor- 
poration, normal withholding taxes 
are exigible in addition to the tax on 
designated surplus. 


As matters now stand, the practice 
of distributing a company’s undis- 
tributed income through a dealer in 
securities is quite prevalent and is re- 
garded by the Department of Nation- 
al Revenue as a legitimate method of 
cleaning up a designated surplus 
problem. Also, since the tax on di- 
vidends out of designated surplus is 
20%, it would appear that the effective 
rate can be reduced to 16-2/3%. This 
is accomplished by declaring a di- 
vidend out of designated surplus for 
such an amount that the dividend 
plus a tax thereon at 20% equals the 
amount of designated surplus. 


It may even be that, despite sec- 
tions 28(2) and 105B, there are ways 
of extracting undistributed income, 
designated or otherwise, from a cor- 
poration without incurring a liability 
for tax in the shareholders’ hands. 
However, such sections as 137(2) and 
138 of the Income Tax Act are so 
threateningly worded as to discourage 
all but the most fearless of taxpayers 
from attempting to deny the National 
Revenue its pound of flesh. 


It may be, however, that the prob- 
lem has been somewhat exaggerated 
because in most legitimate acquisi- 
tions the surplus of the acquired com- 
pany, is, in fact, invested capital. If 
there is a considerable amount of 
funds available for immediate dis- 
tribution then it is suggested that the 
subsidiary be used as a landlord for 
the combined enterprise and that 
fixed assets of the parent be sold to 
the subsidiary in order to extract the 
surplus cash. While this does not 
actually free the designated surplus, 
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it makes the problem or worry un- 
necessary. 


Purchase and Sale of a Business 


When a corporation is offered for 
sale, generally its shareholders will 
have in mind an asking price for its 
shares. In the case of a profitable 
company, the vendors’ price may 
exceed the “book value” of the com- 
pany’s shares by a substantial amount. 
When this is the case, a prospective 
corporate purchaser will often con- 
sider purchasing the net assets of the 
corporation rather than its shares for 
several tax reasons. By purchasing 
depreciable assets, he would be per- 
mitted to claim depreciation on the 
actual cost of the assets to him where- 
as if he purchased shares, deprecia- 
tion could be taken by the subsidiary 
only on the undepreciated capital cost 
of the assets to it. Another important 
factor, sometimes overlooked, is that 
if the corporate purchaser intends to 
acquire shares with borrowed funds, 
the interest thereon is a non-deduct- 
ible expense for tax purposes although 
it would be deductible if the funds 
were expended to acquire assets. 

If net assets rather than shares are 
to be purchased, the price to be paid 
for the assets would have to be 
sufficient for the shareholders to wind 
up the company and realize an 
amount after taxes equal to the price 
at which they would be prepared to 
sell their shares. Generally the price 
for assets will give consideration to 
the following factors: 

(a) The tax payable by the vendor 
on the depreciation that would 
be recaptured if the assets were 
sold. 

(b) The 15% tax that could be paid 
on undistributed income under 
section 105. 
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(c) A tax of 20% on the balance of 
the undistributed income on 
hand at the end of the last com- 
plete taxation year of the vendor 
which would be exigible if 
the company were wound up 
through a dealer in securities. 


The profit to be realized by a 
dealer in securities to wind up 
the company. 


After calculating the price to be paid 
for net assets, the excess of that price 
over the purchase price of shares 
would be compared with the dis- 
counted value of future tax savings 
resulting from increased depreciation 
for tax purposes and claiming interest, 
if applicable, that would not other- 
wise be allowed as a deductible ex- 
pense. If the tax savings exceed, by 
a material amount, the extra cost of 
buying net assets, the purchaser 
would be expected to seriously con- 
sider purchasing assets rather than 
shares. 

If the shares of the corporation 
being sought were held by a holding 
company, which had no undistributed 
income or only a small amount, it 
would be possible to avoid the taxes 
in (b) and (c) above and reduce 
the purchase price of assets corres- 
pondingly. If the holding company 
had acquired control of its subsidiary 
prior to May 10, 1950, the assets of 
the subsidiary could be purchased 
and the shares of the holding com- 
pany sold to a dealer in securities. 
The dealer in securities could then 
cause the subsidiary company to be 
wound up into the holding company 
after which he would liquidate the 
holding company. The undistributed 
income of the subsidiary would be 
passed up the line free of tax. 


The foregoing remarks indicate that 
the prospective corporate purchaser 


(d) 
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of shares of another corporation need 
not be overly concerned with the tax 
on designated surplus unless he re- 
quires an immediate liquidation of 
the purchased company. He may be 
indifferent to the tax on the grounds 
that the capital requirements of the 
company to be acquired are such that 
a distribution of designated surplus is 
so remote as to be irrelevant, or he 
may be indifferent because of other 
factors which can reduce the tax cost 
considerably. 


Section 28(2) 

The principal criticism of section 
28(2) is that by subjecting inter- 
corporate dividends out of designated 
surplus to tax at ordinary corporate 
rates, it is unnecessarily punitive and 
traps only the unwary. Since section 
105B permits designated surplus to 
be distributed at a tax rate of 20% or 
less, it would appear reasonable that 
the tax on designated surplus under 
section 28(2) should not exceed 20% 
and that no further tax should be 
exigible on such surplus to avoid 
triple taxation. If this were so, the 
section would be less of an anomaly 
and would not be so much of an ob- 
struction to the flow of corporate sur- 
plus. 


Undistributed Income 


Throughout the foregoing remarks 
frequent reference was made to un- 
distributed income. Although it may 
be somewhat difficult to calculate in 
practice, essentially it is the aggre- 
gate taxable and non-taxable income 
for years subsequent to 1917 less taxes 
paid, disallowed expenses, dividends, 
net capital losses to 1949 and net 
capital losses subsequent to 1949. The 
only unusual points to be observed 
are that net capital losses incurred up 
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to the end of a company’s 1949 taxa- 
tion year serve to reduce undistrib- 
uted income even though capital 
gains may be realized subsequent 
thereto and that net capital gains do 
not affect undistributed income. 


Closely Held Corporations 

Many discussions of undistributed 
income and designated surplus be- 
come involved with the problem of 
undistributed income accumulated by 
closely held corporations. From the 
observations which have been made, 
it would seem that it poses no prob- 
lem, if the shareholders are prepared 
to pay a tax of approximately 20% to 
free it. However, if it is allowed to 
accumulate, at the time of death of a 
principal shareholder, no reduction in 
the value of the company’s shares 
will be permitted in valuing the de- 
ceased’s estate for succession duty 
or estate tax purposes to allow for the 
taxes that would be incurred if the 
company’s undistributed income were 
distributed. 

Although succession duties and es- 
tate taxes are related to the present 
discussion only very indirectly, un- 
distributed income is frequently a 
factor to be considered in planning 
an estate and an editorial on estate 
planning will follow in a subsequent 
issue. 


RECENT TAX CASES 

Foreign Tax Credit 

In a decision that may possibly 
have considerable side effects, the 
Supreme Court of Canada has ruled 
that a foreign tax credit may be 
claimed where there was no net in- 
come from foreign sources. The ap- 
pellant had borrowed money in Can- 
ada to finance the construction of a 
pipe line. As a part of the line had 
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to pass through the United States, an 
American subsidiary was formed to 
own this part of the line and it was 
financed by loans from the parent 
company. Interest on these loans was 
received by the parent but a 15% non- 
resident tax was paid to the United 
States in accordance with the pro- 
visions of the Internal Revenue Code 
and the Canada-U.S. Reciprocal Tax 
Convention. In computing its Can- 
adian tax payable the company de- 
ducted the amount of tax paid to the 
U.S. in accordance with section 41 
of the Income Tax Act which permits 
a taxpayer to deduct “the tax paid by 
him to the government of a country 
other than Canada on that part of his 
income from sources therein. . . .” 
Upon assessment, the Minister dis- 
allowed the deduction on the grounds 
that there was no income “from 
sources therein”, his argument being 
that the interest expense exceeded the 
interest income. This latter fact was 
not disputed and the Exchequer 
Court dismissed the taxpayer’s ap- 
peal. 

The inequity of this situation, and 
similar ones, which was discussed in 
the June 1958 edition of this mag- 
azine, have now been corrected by 
the Supreme Court of Canada which 
has seen fit to allow the deduction. 
The Supreme Court ruled that there 
was no authority in the Act for the 
allocation of various expenses to vari- 
ous items of income. The interest re- 
ceived was undoubtedly “income” and 
the deduction of interest paid is al- 
lowed in computing profits, but one 
cannot substitute the word “profit” 
for “income” in section 41. As such, 
the interest expense was a general 
charge against the company’s total 
profits which could not be segregated 
and applied against the interest re- 
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ceived. To do so would require the 
substitution of the word “profit” for 
‘income” in section 41. Moreover, the 
Minister’s contention offended Article 
XV of the Canada - U.S. Tax Conven- 
tion. (Interprovincial Pipe Line Co. 
v. M.N.R.) 

This case, apart from resolving a 
very knotty and difficult problem 
which has caused concern for some 
time, may also be of importance in 
other areas. While the judgment did 
not expressly say so, it would appear 
that “income from a source” can have 
several meanings. For instance, if the 
company had no receipts other than 
the interest from U.S. sources, could 
it be said that it had income from 
U.S. sources and a loss (being the 
expenses) from Canadian sources? 
This would appear to be contrary to 
section 139(1)(az) which defines in- 
come from a source as being “the 
taxpayer's income computed in ac- 
cordance with this Act on the assump- 
tion that he had during the taxation 
year no income except from that 
source or those sources of income and 
was entitled to no deductions except 
those related to that source or those 
sources”. It is submitted that per- 
haps the trouble spot lies in the con- 
fusion between the words income 
(which can be gross or net) and 
profit. Certainly, the court likened 
the term “income from sources there- 
in” to “gross receipts” and this is cer- 
tainly equitable in the case under re- 
view, but in other applications it may 
not be justified. It would seem that 
the answer would be to redefine the 
terms and also to accept the fact that 
certain items of income are taxed 
upon the gross amount by foreign 
countries (and Canada too) and 
credits for these taxes should be based 
upon this fact. 
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AUDITING 


“AupiITING WHEN INTERNAL CONTROL 
is INADEQUATE,” by Philip L. Defliese, 
The Journal of Accountancy, Septem- 
ber 1959, pp. 37-48. 

Any consideration of the selection 
of auditing procedures to be followed, 
their timing, and the extent of their 
application must depend largely upon 
the independent auditor’s evaluation 
of the effectiveness of his client’s sys- 
tem of internal control]. This review is 
needed not only for the purpose of 
his examination, but also to advise his 
clients of existing weaknesses and to 
recommend corrective measures. 


In evaluating internal control the 
auditor must not lose sight of the ob- 
jectives of the different areas included 
in the broad concept of internal con- 
trol. Administrative controls, such as 
performance reports, training pro- 
grams, and time and motion studies, 
have as their objective operational 
efficiency. Accounting controls have 
as their objective the reliability of the 
records, that is, the accurate and 
suitable recording and summarization 
of authorized financial transactions 
(internal accounting control), and the 
safeguarding of assets (internal 
check). 

The auditor is not concerned with 
administrative controls in the ordinary 
examination unless they have an im- 
portant bearing on the reliability of 
the accounting records. Although he 
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is naturally interested in them, and 
obtains a good knowledge of them, 
he is not obligated to report upon the 
efficiency of the organization nor upon 
the “hows” and “whys” of the results. 


Since internal accounting control 
and internal check bear importantly 
on the reliability of the financial and 
accounting records, the auditor must 
make a careful review and evaluation. 
If these controls are weak or lacking, 
his program must take this fact into 
account, 


If internal accounting controls are 
weak or lacking, the auditor has no 
alternative but to consider the need 
for extending his examination in order 
to supplement the absent controls 
with audit tests or overall checks and 
comparisons. But it would be seldom, 
if ever, necessary to apply all possible 
audit procedures for the entire period 
under review. 

Weaknesses in internal check do 
not ordinarily require extension of 
audit tests, per se. Instead, they may 
require the shifting of procedures 
from interim dates to the year end 
in order that there may be greater 
assurance of the fairness of the bal- 
ance sheet. Cash counts and recon- 
ciliations, security counts, physical in- 
ventory taking and confirmation of re- 
ceivables are illustrative of pro- 
cedures that may be performed at 
the year end when internal check is 
weak; in extreme cases coverage may 
be extended at that time, e.g. a larger 
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percentage of receivables may be con- 
firmed. When internal check is ex- 
tremely weak, but internal accounting 
control is adequate, examination of 
year-end balances would obviously 
take precedence in emphasis over 
routine procedural testing. 


BUDGETING 


“BUDGET ORGANIZATION AND ADMIN- 
ISTRATION, by T. P. Boyle. The Con- 
troller, July 1959, p. 316 et seq. 


If a company’s budgetary control 
framework is to be reasonably com- 
plete, writes T. P. Boyle, assistant 
treasurer, Canadian Chemical and 
Cellulose Company Limited, it re- 
quires that an enterprise do these 
things: 

1. Define its objectives (the business 
goals for each manager) and keep 
them up to date. 


Identify the resources of men, ma- 
chines, materials, etc., available to 
reach the objectives and the way 


they are expected to be used. 


Establish the time period in which 
it expects to reach the objectives. 


Review actual operating results 
against those anticipated, and for 
purposes of management control, 
obtain clear answers as to why 
there are differences, and take anv 
necessary corrective action. 


Experience indicates that at least 
five operating conditions are essential 
to a successful budgetary control pro- 
gram: sound organization, acceptable 
accounting, sound philosophy of ad- 
ministration, established formal pro- 
cedures and adequate resources for 
budgets. 

For the most part, the details of 
budgets must necessarily follow ac- 
counting statement presentation of 
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actual results. Therefore, budgets 
will be as useful as the company’s ac- 
counting framework permits. Thus, a 
primary consideration is to be sure 
that accounting is adequate from a 
budgetary control viewpoint. 


There are several tests of account- 
ing to insure that statements will be 
useful and effective in this respect. 


Some of the more important ones are: 


1. Provision for two separate cate- 
gories of statements: those for ex- 
ternal purposes, such as for share- 
holders, etc. (“corporate” account- 
ing ), and those designed specifical- 
ly for internal management using 
a format and terminology of great- 
er assistance and less difficulty to 
operating personnel (“managerial” 
accounting ). 


Ask of all information, “Who uses 
it, and for what purpose?” For 
example, information needed only 
for accounting purposes should be 
omitted from managerial state- 
ments. 


Split manufacturing costs in man- 
agerial statements into two cate- 
gories, variable and fixed. Com- 
pare the first with the standard of 
flexible budgets and the latter 
with fixed expense budgets. 


Consider using direct costing for 
internal managerial statements. 
Management frequently finds this 
approach easier to understand than 
statements on an absorption ac- 
counting basis. It also lends itself 
to a more positive control over and 
understanding of variances from 


budget. 


. The attitude and intent of ac- 
counting personnel responsible for 
statement design is most import- 
ant. If it is genuinely to help serve 
an operating man’s needs, there 
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are many ways to effect improve- 
ments, and incidentally improve 
the effectiveness of budgetary con- 
trol generally. Ask of all state- 
ments these questions: Are they 
easy to understand? Do they in- 
dicate the financial problems of 
the company so far as accounting 
statements can? Do they meet 
management’s needs for making 
decisions? 


INTERNAL AUDITING 

“EXAMINATION OF MANAGEMENT Ob- 
yectives,” by Herbert Witt. The In- 
ternal Auditor, September 1959, pp. 
48-51. 

There can be substantial benefit to 
management of an independent ap- 
praisal of the firm’s objectives and 
policies, and how effectively they are 
being accomplished. The familiarity 
which the internal auditor obtains by 
this review can be useful as a frame- 
work for his appraisal of operations 
of the company. 


The following questions, states the 
author, may well be asked as part of 
the internal audit program: 


1. Are there broad objectives estab- 
lished for the company as a whole? 


2. Are these objectives translated into 
specific goals which are to be ac- 
complished in a given period of 
time? 

3. Are the objectives of the firm un- 
derstood and communicated down 
through the organization? Are 
they reflected in operations at 
lower levels? 


. Is there a plan for achieving the 
goals? 

. Do the company’s organization and 
staffing facilitate achievement of 
the goals? 
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. Are procedures, budgets and pro- 
grams set for the various segments 
of the company? Are they being 
followed? 


. Is periodic review made of the re- 
sults in the light of the objectives? 


. Is the process improved through 
periodically setting new and 
higher goals? 


The review of management ob- 
jectives may also provide a useful 
framework for report writing. Specific 
findings can be interpreted in relation 
to their meaning for top management 
in measuring performance. Consolida- 
tion of findings in various areas may 
result in a report which provides more 
significant information. 


MANAGEMENT 


“INCREASED Use or Boarp oF Dr- 
RECTORS SEEN,” Reported. The Con- 
troller, September 1959, p. 486. 


Many American companies are be- 
coming increasingly aware of the 
value of alert, active boards of di- 
rectors and are making special efforts 
to increase their effectiveness, accord- 
ing to a reported study by the Nation- 
al Industrial Conference Board in co- 
operation with the American Society 
of Corporate Secretaries. 


Directors of these companies are 
being kept better informed, the study 
finds. They are being selected for 
their knowledge and for the help they 
can give to the operating executives 
rather than just for their names. To 
attract good men from outside, these 
companies are raising their directors’ 
fees. 

Among the widely varying duties 
and functions actually performed by 
boards of directors, the following 
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areas of responsibility are reported to 
have general acceptance: 

. To establish basic objectives and 
broad policies of the company; 

. To elect the corporate officers, ad- 
vise them, approve their actions, 
and audit their performance; 

. To safeguard and approve changes 
in the corporate assets; 

. To approve important financial 
matters and to see that proper re- 
ports are given to the stockholders; 

5. To delegate special powers to 
others on matters requiring board 
approval; 

. To maintain, revise, and enforce 
the corporate charter and by-laws; 
and 

. To perpetuate a sound board. 


“Cost-Cuttinc POTENTIALS IN THE 
SMALL Business,” by Joseph Pelej. 
The Journal of Accountancy, Septem- 
ber 1959, pp. 56-61. 


In the growth of a small business a 
point is usually reached when the 
owner-manager can no longer keep 
track of all operations personally. Yet 
the business is not large enough to 
warrant complete specialization, or 
complete mechanization of record 
keeping. At this stage, the independ- 
ent accountant can render an invalu- 
able service to his client by helping to 
install simplified versions of the more 
extensive control techniques used by 
big business. 


With illustrations drawn from prac- 
tice, Mr. Pelej outlines a minimum set 
of weekly reports, a program for re- 
ducing paper work, and a number of 
other tested methods of cost-cutting. 


Beyond the purely financial records, 
says the author, all other records 
should generally have a definite and 
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important relationship to the control 

of day-to-day operations. He lists the 

following as useful records that can 

be easily and economically main- 

tained: 

1. A weekly sales backlog report as a 
guide to purchase requirements 


and production staffing schedules. 


. A weekly purchase commitment 
report as an aid for estimating 
cash requirements. 


. A weekly schedule of shipments 
showing promised and actual ship- 
ping dates as a measure of service 
to the customers. 


. A weekly schedule of labour turn- 
over. 


. A weekly record of scrap or spoil- 
age. 

. A weekly stock report of the quan- 
tities of major items in inventory, 
showing quantities on hand, cur- 
rent usage, purchase commitments 
and estimated requirements for the 
next few months. 


. A weekly payroll report in hours, 
including overtime hours with 
some comparison with production, 
or other unit of measurement of 
labour efficiency. 


Among other techniques used by 
business that can be easily applied 
to decision making and problem solv- 
ing in small business, Mr. Pelej lists 
operations research. “Every account- 
ant should have a general knowledge 
of its applications,” he asserts. They 
can be useful in providing manage- 
ment of small enterprises with data 
such as those needed in deciding on 
the optimum number of units in a 
fleet of trucks for operating a delivery 
service, or the optimum number of 
machines which might be installed in 
a laundromat, or the proper number 





CURRENT READING 


of check-out facilities in 
market. 


a super- 


“Jos DescripTIONS FOR EXECUTIVES,” 
by John K. Hemphill. Harvard Busi- 
ness Review, September-October 1959, 
pp. 55-67. 


A new method of measuring man- 
agerial responsibility that uses ten 
“dimensions” of responsibility to 
formulate job descriptions for execu- 
tives is reported on by J. K. Hemphill, 
Director, The Executive Study, Edu- 
cational Testing Service, Princeton. 


An adequate description method for 
executive positions, he writes, needs 
to provide for their complexity and 
flexibility. Such positions are not 
well described by a catalogue of 
activities or long lists of specific re- 
sponsibilities. Executive positions 
must be considered broadly to include 
those less tangible job characteristics 
such as personal demands and social 
restrictions, all of which are part of 
the job. 


One good way of looking at execu- 
tive jobs, he continues, is to consider 
them as made up of “position ele- 
ments”, each one a greater or smaller 
part of the position. For example, a 
specific position element might refer 
to a task the incumbent must perform, 
or a situation he must be concerned 
about, or something he cannot do, or 
an attitude he must maintain, or what 
the position might mean to his wife. 
A particular executive position will 
then display patterns or arrangements 
of its elements which distinguish it 
from other executive positions. The 
basic dimensions underlying these 
patterns of job elements can then be 
identified. 

Ten dimensions of managerial work 


stand out in importance, suggests Mr. 
Hemphill: 


‘. 


Providing a staff service in non- 
operational areas — Secretary, en- 
gineer of outside plant, assistant 
treasurer, assistant general pur- 
chasing agent, director of person- 
nel services, and division employ- 
ment supervisor are positions that 
involve providing a staff service, 
and thus measure high on this di- 
mension. 


. Supervision of work—This dimen- 


sion is characteristic of positions 
at the lower and middle-manage- 
ment levels, such as division aud- 
itor of receipts, manager of the 
manufacturing account unit, and 
manager of manufacturing. 


. Internal business control — Busi- 


ness control characterizes such 
middle and upper management 
positions as budget administrator, 
division manager, plant manager 
and division auditor of receipts. 


. Technical aspects of products 


and markets — Positions denoting 
sales or production responsibil- 
ity rank high on this dimension. 


. Human, community, and _ social 


affairs — District manager, region- 
al manager and plant manager are 
positions that typically call for 
effectiveness in working with 
others and participation in com- 
munity affairs. 


. Long-range planning — This is a 


distinct part of positions in re- 
search and development, but 
some jobs in sales, manufacturing, 
and general manufacturing also 
require orientation toward the 
future. 


. Exercise of broad power and 


authority — Jobs categorized by 
this measure of responsibility are 
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generally in top management. 
Typical positions include division 
manager, vice-president and gen- 
eral manager. 

. Business reputation — Employ- 
ment manager, vice-president — 
manufacturing, plant manager are 
listed among the positions whose 
incumbents are concerned with 
the reputation of their company’s 
products or services. 


. Personal demands — Vice-presi- 
dent — manufacturing, budget ad- 
ministrator, manager of account- 
ing, division works manager, and 
controller are positions imposing 
stringent demands on the personal 
behaviour of the incumbent. He 
has to be unusually concerned 
with the propriety of his be- 
haviour, especially in his inter- 
actions with superiors. Of less 
concern to him is the mainten- 
ance of the general goodwill of 
his company in the community. 
But he senses obligations to con- 
duct himself according to the 
stereotype of the conservative 
businessman. His activities are 
more likely to be at the highest 
staff levels. 


. Preservation of assets — The posi- 
tions that measure high on this 
dimension are generally found at 
the higher levels of management. 
The incumbent's concerns include 
capital expenditures, expenditures 
of large sums in routine opera- 
tions, taxes, preservation of assets, 
and the loss of company money. 
He has the authority to sign 
documents that obligate the com- 
pany. He tends not to be con- 
cerned with industrial relations 
or technical operations. 


An “executive position description” 
questionnaire, based on _ yardsticks 
such as these, enables guesswork on 
the general characteristics of execu- 
tive jobs to be replaced by depend- 
able information, suggests the author. 


REPORTS 

“To Sree ‘Oursets’” by R. O. Thiele, 

The Australian Accountant, May 1959, 

pp. 254-256. 

There are three basic objectives of 
advertising, says the author of this 
article: 

1. The advertiser's message must be 
seen by the persons to whom it is 
logically addressed. 

. The message must be received, 
accepted mentally and create an 
impression. 

. The message must be so presented 
as to cause a reasonable percent- 
age of the readers to act upon it. 
These three objectives have a 

definite application in the prepara- 
tion of accounting reports, yet adver- 
tising and its basic psychology are 
probably the least likely sources to 
which an accountant would turn if he 
aimed to improve his reporting abil- 
ity. If cost and management account- 
ants would endeavour to present their 
reports with these three advertising 
axioms in mind, they would go a long 
way toward ensuring that their ac- 
counting messages are seen, read and 
acted upon. 

We must be receptive to the ap- 
plication of proven skills of other pro- 
fessions if such application aids the 
progress of our own profession. Let 
us have an awareness of our present 
limitations, to see ourselves as we 
would wish future generations to see 
us. 





Classification of business data has 
always been of prime concern to ac- 
countants. With the introduction of 
highly versatile business machines we 
are in a position to combine and ana- 
lyze business figures in a manner 
never known before. 

The following article has been writ- 
ten by a guest contributor, F. W. 
Buser, who is manager of the methods 
research department of the T. Eaton 
Company in Montreal. Mr. Buser has 
had wide experience in the fields of 
industrial engineering and electronic 
and integrated data processing. 


CLASSIFICATION AND CODING OF 
Business DaTa 
F. W. Buser 

“Ten percent of our industrialists 
and business men know the cost of 
production and distribution, 40% esti- 
mate what these costs are, and 50% do 
not have any method whatsoever.” 
This was a statement made by the 
United States Federal Trades Com- 
mission in 1916. It probably depict- 
ed the general situation in most in- 
dustries and all industrialized coun- 
tries at that time. Since then, how- 
ever, management has become far 
more cost-conscious and_statistics- 
minded. A considerable amount of 
practical experience has been gained 
in providing management with per- 
tinent information on costs and finan- 
cial status. 

A prerequisite to achieving this suc- 
cessfully is undoubtedly the proper 


BY JOHN W. CROWE, C.A. 


Admimstrative Accounting 


classification of data. On the other 
hand, information processing is fa- 
cilitated when the data elements are 
coded. This is particularly important 
when a large volume of items have to 
be identified, segregated, summarized 
and analyzed. 


Classification 

When setting up a classification, it 
is extremely important to define the 
purpose and end uses of the informa- 
tion. Considerable thought should be 
given to determining the type of in- 
formation, and details, and by whom 
it is required. Furthermore, a bal- 
ance has to be found between the 
amount of detail that is desirable, 
the time available to produce the da- 
ta and the cost of providing the ele- 
ments. To most executives and ac- 
countants, these observations appear 
to be platitudes. Yet very frequent- 
ly it will be found that the desired 
information is not available in a 
meaningful breakdown. Therefore, 
effective comparisons cannot be 
made. Quite often insignificant data 
is reported together with highly 
significant figures. The reasons for 
this are the ambiguous definition of 
management requirements and the 
uncoordinated approach to classifying 
the data. 

In very general terms, the classifi- 
cation of data is performed with the 
following objectives in mind: 

1. To permit effective control of op- 
erations. 
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. To permit effective comparisons 
of data within the same industry 
or branch. 

. To stimulate sound practices of 
planning, accounting and costing. 

. To provide correct data for the 
promotion and development of in- 
dustries in particular geographic 
areas, countries or economic sys- 
tems. 


Detailed Task of Classification 

The classification starts with the 
collection of all the items to be classi- 
fied. Then these items have to be de- 
fined, that is, their characteristics, 
sizes, content, weight and profile have 
to be spelled out. All records and re- 
ports containing the information have 
to be collected and analyzed. The 
methods and procedures of informa- 
tion dissemination and _ processing 
have to be taken into account. In 


the field of accounts classification, for 
instance, each account will have to be 


examined carefully. The account 
terms should be revised and clearly 
stipulated. The accounts are combin- 
ed or segregated where justified. The 
account operation is reviewed and 
procedural changes are made when 
necessary. A preliminary draft of the 
classification is prepared and sub- 
mitted to the interested parties. Sug- 
gestions are analyzed and incorporat- 
ed into the system if considered satis- 
factory. A final draft is discussed and 
approval obtained. 


Coding 

Coding is “the assigning of num- 
bers, letters or symbols according to 
a systematic plan for distinguishing 
the classification to which each item 
belongs and for distinguishing items 
within a given classification from each 
other”. The code should facilitate 


reference to and processing of infor- 

mation. It should satisfy the need for 

control and aid in the location of 
errors. 

Two other factors decide upon the 
need for codes. One concerns the 
cost of data processing; the other is 
related to a management principle. 
First, the operation, particularly with 
complex descriptive information, is 
considerably more extensive and time- 
consuming than the handling of cod- 
ed information. The code is a tool 
to achieve abbreviation. Secondly, 
coded information permits the camou- 
flaging of the content, the transaction 
type and the definition of the item. 
In certain cases, for instance, the cus- 
tomers and competitors should not be 
informed of the structure of a finished 
product. 

Coding is of particular importance 
when large volumes of data are 
handled and in all cases when auto- 
mated data processing is considered. 
The criteria usually affecting the 
choice of the code type are the fol- 
lowing: 

1. The number of items to be classi- 
fied and coded (quantitative as- 
pect). 

. The type of information required. 
This is considered when setting 
up the classification, and coding 
will always follow the classifica- 
tion pattern. 


. The method of data processing. 
The type of machine used in data 
processing affects the code struc- 
ture. On the other hand, speed 
and cost of data processing by ma- 
chines are greatly influenced by 
the construction of the code. 


4, The cost of coding and decoding. 


These factors are quite often dif- 
ficult to assess. In most cases, 





ADMINISTRATIVE ACCOUNTING 


however, a relevant comparison of 
the cost of several methods can be 
made. As a general rule, it is 
found that the shorter the code, 
the cheaper its application. 


. The readability of the code. The 
acceptance of a code depends to a 
certain degree on the fact that it 
can be easily interpreted and de- 
ciphered by the employees, es- 
pecially the staff issuing the source 
documents (material tags, opera- 
tion tags, journal entry vouchers, 
shipping documents etc. ). 


. The flexibility of the code. The 
code structure should permit 
changes and expansions within the 
frame of the overall system. 
Changes of codes due to changes 
in control, manufacturing and or- 
ganization should not create a need 
for complete re-writing of the code 
arrangement. 


It is evident that the above require- 
ments are not easy to fulfil. In fact, 
it is an objective which can seldom 
be achieved in an ideal manner. In 
many cases, the classification of the 
code is the result of a series of com- 
promises. 


Types of Codes 

It is not intended to enumerate and 
discuss all the possible code types and 
their combinations. Some codes de- 
fine the class arrangements clearly; 
some do not. Some are better mem- 
ory aids than others. The various 
code types differ in the extent to 
which they carry out the fundamental 
aims of classification. In _ business 
data processing, the codes chiefly 
used are the numeric and alpha- 
numeric codes. Specifically, we dif- 
ferentiate between the sequence code, 
the block code, the group code and 
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the decimal code. A short description 
of each type is given below: 


1. Sequence code — Numbers are as- 
signed in straight consecutive or- 
der to a list of items. These codes 
do not define groups within the 
items. They do not allow easy 
memorizing. 

. Block code — Series of numbers 
are assigned to a group of items. 
Usually a group of unassigned 
numbers (blank numbers) are re- 
served at the end of each series 
to provide for later additions. This 
type of code requires more digits 
than the sequence code but aids 
in memorizing. It lacks flexibility, 
especially when expansions of the 
number of items occur. It does 


not allow automatic summariza- 
tion with punched card machines. 


3. Group code — Successive digits 
are arranged in groups to desig- 
nate classes to which each item be- 
longs. Major classifications are on 
the left, minor and sub-classifica- 
tions on the right of the code. 
The number of digits in each 
group and the digit position pre- 
determined. This code requires 
fewer digits than the decimal code 
but more than the block codes. It 
is very well adapated to machine 
processing. A sample of a group 
code is given on page 576. 


The above code contains 8 digits 
split up in 5 fields. Numbers 
would be reserved in each field to 
allow for future expansion. 


. Decimal codes — Individual and 
groups of items are identical by 
the decimal system. Many classes 
and sub-classes are coded by one 
digit from 0 to 9. Gaps are placed 
in the group number to permit 
later insertion of classes. I lustra- 











tion of a decimal expense classifi- 
cation and coding is given below. 


40 General Overhead 


401 Rentals 

402 Taxes 

403 Depreciation 

4031 es Machinery & 
equipment 

4032 Plant buildings 

4033 “sf Office buildings 


This type of code provides for the 
easy expansion which is accomp- 
lished by adding digits to the right 
side of the code. It identifies per- 
fectly each item and relates it with 
any and all superior groups to 
which it belongs. However, where 
the number of digits in the code 
is significant, this type is rather 
uneconomical. 


Each type of the above codes has 
its particular merits and its weak- 
nesses. The variety and complexity 
of the codes so briefly described 
above might appear to make it diffi- 
cult to choose one particular type. 
However, it has been experienced 
that the construction of the code is 
relatively easy once the classification 
of the items is determined, the pro- 
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Group Code 








Divisions 
Plants 


Responsibility centres 
within the plants 


Cost centres 


Cost elements 





cessing technique of the data is 
known and the end uses of the data 
have been stipulated. It should be 
clearly understood that coding should 
always follow classification and not 
the reverse. 


Responsibility for Classification and 
Coding 

Classifications and codes have been 
and still are, to a great extent, de- 
veloped within the functional area of 
an organization, that is, within the 
division, plant or department. De- 
pending on the size and the structure 
of the enterprise and the nature of 
the data to be processed, the respon- 
sibility for the development is dele- 
gated to an accountant, a methods 
man or a staff member. These people 
are requested to coordinate the col- 
lection, analysis and review of the 
data. The more levels of authority 
and the more inter-company segments 
and lines that have to be considered, 
the more complicated the work be- 
comes. Proper communication and 
clear definition of the scope and re- 
sponsibility for classification and code 
development are essential. As a rule, 
the most satisfactory set-up is to ap- 
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point one man for planning and co- 
ordinating of the work. He, in turn, 
should report to the particular mem- 
ber of the executive who is vitally in- 
terested in the data. If the use of 
data processing equipment is contem- 
plated, the section head of the depart- 
ment should also be consulted before 
implementation. It is, of course, ad- 
visable that the coordinator and plan- 
ner of the coding be well versed in 
the use of data processing equipment. 


Summary 

The subject of classification and 
coding is one which has not received 
adequate treatment in _ literature. 
However, a considerable amount of 
valuable work has been done in this 
field by individual corporations, study 
groups of professional societies, uni- 
versities, business associations and by 
business equipment manufacturers. 


Unfortunately, this information has, to 
a large extent, not been made avail- 
able to outside parties. Therefore, as 
a rule, each organization performs its 
own groundwork. On the other hand, 
more extensive exchange of experi- 
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ences would seem to be in the inter- 
ests of all concerned. 


It is very likely that new impulses 
will come from the application of 
electronic computers, the integration 
of data processing and the rapidly 
growing use of the operation research 
methods. As classification and cod- 
ing of accounting and business data 
are prerequisites to effective collec- 
tion, analysis and control, they merit 
our special attention. 
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Solomons, D., “Uniform Cost Aecounting— 
A Survey”, Economica, London 1950. 
“Uniform Accounting — A Standard Classi- 
fication of Accounts”, edited by The Aus- 
tralian Institute of Management, Sydney 

1950. 





Alberta 

Peat, Marwick, Mitchell & Co., Chartered 
Accountants, Calgary, announce the admis- 
sion to partnership of E. B. Allan, C.A. 

H. M. Gutman, B.Com., C.A., announces 
the opening of an office for the practice 
of his profession at 235 Blow Bldg., Cal- 
gary. 

G. F. McClary, C.A., Edmonton, has been 
elected a city alderman. 

J. C. Miller, C.A., Medicine Hat, has been 
elected an alderman. 

H. W. Bliss, C.A., Calgary, was re-elected 
a public school trustee. 


British Columbia 

Peat, Marwick, Mitchell & Co., Chartered 
Accountants, Vancouver, announce the ad- 
mission to partnership of T. J. Williams, 
C.A. 

E. C. Crowe, C.A., has opened an office 
for the practice of his profession at 2172 
Renwick Cres., Prince George. 

Rutherford, Bazett, Ladyman & Co., Char- 
tered Accountants, Vernon, announce the 
admission to partnership of J. Stewart, B.Sc., 
C.A., Kelowna, F. C. Williams, C.A., Kel- 
owna, S. J. Ladyman, C.A., Vernon, and the 
merging of the Kelowna and Vernon prac- 
tices under the firm name of Rutherford, 
Bazett & Co., with offices at 2908-30 Ave., 
Vernon, and 9-286 Bernard Ave., Kelowna. 

Osborn & Flury, Chartered Accountants, 
announce the removal of their office to 625 
Fort St., Victoria. 


Newfoundland 


The Institute of Chartered Accountants 
of Newfoundland announces the election of 
Robert Leith, C.A., to a Fellowship in the 
Newfoundland Institute. 

Peat, Marwick, Mitchell & Co., Chartered 


Accountants, St. John’s, announce the ad- 
mission to partnership of J. D. Grieve, C.A. 


Nova Scotia 

Peat, Marwick, Mitchell & Co., Chartered 
Accountants, announce the removal of their 
offices to The Eastern Canada Savings and 
Loan Co. Bldg., 12 Duke St., Halifax. 


Ontario 

Louis Kirshenbaum, C.A., M. M. Bern- 
holtz, C.A. and Lloyd Randall, C.A., an- 
nounce the formation of a partnership for 
the practice of their profession under the 
firm name of Kirshenbaum, Bernholtz & Ran- 
dall, Chartered Accountants, with offices at 
18 Grenville St., Toronto and 503 Bartlet 
Bldg., Windsor. 


B. J. Bouris, C.A., announces the opening 
of an office for the practice of his profession 
at Ste. 208, 276 Elgin St., Ottawa. 


M. A. Stein, B.Com., C.A., announces 
the removal of his office to 1014 Bathurst 
St., Toronto 4. 

Ormsby & Ormsby, Chartered Account- 
ants, announce the removal of their offices to 
the Imperial Life Tower, Victoria and Ade- 
laide Sts., Toronto 1. 

G. A. Candler, C.A., has been appointed 
comptroller of the Canada Starch Co. 

M. C. Burnes, C.A., has been appointed 
assistant treasurer of the Canada Starch Co. 

Bernard Putterman, B.Com., C.A., an- 
nounces the opening of an office for the 
practice of his profession at 1060 University 
Ave., Windsor. 

R. J. Baker, C.A. has been appointed 
vice-president, controller and treasurer of 
Power Super Markets, Ltd. 


Quebec 
L. C. A. Dufresne, C.A., has been ap- 
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THE VALUATION OF PRIVATE 
BUSINESS AND PROFESSIONAL PRACTICE 


A collection of important Canadian Chartered Accountant articles, 
this brochure is the most comprehensive and up-to-date discussion 
available on valuation and the treatment of goodwill. Among the 
topics covered are valuation of and accounting for goodwill; valuation 
of a privately owned business, a general insurance business, an 


accounting practice and a legal practice. Two chapters deal with 
valuation of a minority interest and earnings ratios in valuing 
companies. $2 
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THE FUNCTION OF MANAGEMENT 


This brochure contains 11 articles written by business executives for 
business executives to explain what management is, and to give a 
better understanding of the techniques and methods by which top 
management is able to discharge its responsibilities. There are 
chapters on organizing for effective management; the objective of 
management; sales, production and financial planning; personnel 
administration and management reporting. Four chapters deal with 
various aspects of control. $2.00 
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pointed supervisor-procedures of Quebec 
Cartier Mining Co. 

R. W. Jones, C.A., has been appointed 
treasurer and comptroller of Building Prod- 
ucts Ltd. 

J. A. Reekie, C.A., has been appointed 
comptroller of Canadian Vickers Ltd. 

Cushing, Rennie & Smith, Chartered Ac- 
countants, 437 St. James St. W., Montreal, 
announce the admission to partnership of 
Arnulf Flaten, C.A. 

B. M. Hamilton, C.A., has been appointed 





assistant to the secretary-treasurer of Gen- 
eral Bakeries Ltd., Montreal. 

Peat, Marwick, Mitchell & Co., Char- 
tered Accountants, Montreal, announce the 
admission to partnership of R. C. Berry, 
C.A. 


Saskatchewan 

Peat, Marwick, Mitchell & Co., Chartered 
Accountants, and Eva M. Leger, C.A., an- 
nounce that their practices will be combined 
and thereafter carried on as Peat, Marwick, 
Mitchell & Co., with offices at 800 Spadina 
Cres. E., and 236—2nd Ave. S., Saskatoon. 


n 





ONTARIO INSTITUTE NOTES: 


C. A. Scholarships: The winners of the 1959 
university entrance scholarships, each worth 
$1,000, are Kenneth G. Koehler, 233 
Queen’s Drive, Weston, a student of Weston 
Collegiate and Vocational School, and Lynda 
M. Lynch, 364 Kingswood Road, Toronto, of 
Malvern Collegiate Institute. Mr. Koehler 
secured nine firsts in the Grade XIII exam- 
inations and Miss Lynch was awarded eight 
firsts. The scholarships were initiated for 
the purpose of encouraging students to en- 
ter the Commerce and Finance Courses at 
Ontario universities, and the two 1959 win- 
ners are now in attendance in the Com- 
merce Course at the University of Toronto. 


1960 Events: The presentation of certificates 
ceremony, Friday, February 12; 77th anni- 
versary dinner, Friday, March 11; annual 
conference, Queen’s University, Kingston, 
from Sunday, June 19 to Tuesday, June 21. 


QUEBEC INSTITUTE 


79th Anniversary Lecture: Five hundred 
members, guests and business associates 
filled the Marquette and Joliet Salons of 
the Queen Elizabeth Hotel in Montreal on 
November 3 to hear Donald Gordon, C.M.G. 
president, Canadian National Railways, de- 
liver the first “Anniversary Lecture of the 
Institute of Chartered Accountants of Que- 
bec.” It was termed the 79th anniversary 
lecture, and the lectures will be given an- 
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nually to commemorate the founding of the 
Institute in 1880. Mr. Gordon, who spoke 
on “Facing Facts in Financial Reporting”, 
was introduced by A. Maxwell Henderson, 
and a vote of thanks was moved by Howard 
I. Ross. At the head table were representa- 
tives of the banks, the universities and nu- 
merous associations directly or indirectly 
related to the profession. 

J. Emile Maheu Receives Degree: The 
University of Sherbrooke, in a special con- 
vocation on October 25, conferred the de- 
gree of Doctor of Commercial Science on 
the president of the Quebec Institute, J. 
Emile Maheu. The honour followed recog- 
nition by the Institute of graduates of the 
Faculty of Commerce of the University on 
the same basis as commerce graduates of 
the other universities mentioned in the Act 
of Incorporation of the Institute. 


SAINT JOHN STUDENTS 

The monthly meeting of the Saint John 
Students Society was held at the Admiral 
Beatty Hotel, November 5, 1959. The guest 
speaker was Robert C. Felt, manager of 
Irving Refining Ltd. 

After this talk, the students held a busi- 
ness meeting, presided over by vice-presi- 
dent Paul Logan. 

On October 23, the society held a social 
evening at the Renforth Community Club 
to celebrate the end of examinations. 























CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate, $17.00 per column inch. 


UNITED KINGDOM accountants with as- 
sociated business in France would be pre- 
pared to enter into working arrangement 
with Canadian firm of accountants. Box 
955. 





PRACTICE WANTED by Jewish firm 


located in Montreal. Box 961. 





MONTREAL C.A., sole practitioner with 
mostly Jewish clientele seeks partnership as- 
sociation. Box 964. 





OFFICE SPACE for rent in new air- 
conditioned building, prestige location on 
North Yonge St., Toronto. Reasonable. 
Hu 7-4747. 





PRACTICE WANTED: Purchase or suc- 
cession arrangement in South Western On- 


tario. Box 962. 


CHARTERED ACCOUNTANT for special- 
ization in taxation: A firm of chartered ac- 
countants with offices across Canada re- 
quires a C.A. for their Toronto office to 
become part of a group specializing in tax 
work. This position is a permanent staff 
appointment and affords opportunity for ex- 
perience and growth in this field. 

Applicants should outline in detail train- 
ing and experience. Long or extensive taxa- 
tion experience is not necessarily as import- 
ant as interest in the field. All replies will 
be handled in strict confidence and will be 
acknowledged. Box 963. 


CHARTERED ACCOUNTANT: Required 
in progressive city in North Eastern British 
Columbia. Excellent prospects for advance- 
ment and partnership, Box 960. 


WANTED: C.A. student-in-accounts with 
from one to three years experience, who 
would like to locate in Ottawa. Box 956. 


Closing date is 13th of preceding month. 
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CHARTERED ACCOUNTANT RE- 
QUIRED: Canadian owned electric utility 
in Latin America, requires chartered ac- 
countant for senior position. Knowledge of 
Spanish and experience in the utility field 
desirable, but not essential. Starting salary 
$12,000 per annum with good future pros- 
pects. Apply to, Assistant Secretary, Inter- 
national Power Co. Ltd., Place d’Armes, 
P.O. Box 250, Montreal, Que. 


RECENT GRADUATE or senior student 
required by medium-sized Toronto firm 
with diversified practice. Please give full 
particulars including experience and salary 
requirements. Box 966. 


REQUIRE experienced accountant to take 
full charge of accounting department of 
medium-sized hotel located in Bermuda. 
Reply in writing stating full details of ex- 
perience, salary requirements and other per- 
sonal details to Box 957. 





POSITION WANTED—Toronto. Aggress- 
ive accountant, age 31, with growing prac- 
tice now at $3,000 and going up, with C.A. 
company with view to partnership. Or per 
diem work. Box 954. 


CHARTERED ACCOUNTANT: Opportun- 
ity for resident partnership in public prac- 
tice in small town near Toronto. Expansion 
possible to person willing to accept respon- 
sibility and with the initiative to apply him- 
self thereto. Reply in full to Box 959. 





CHARTERED ACCOUNTANT, Bachelor 
of Commerce degree, seeks position leading 
to partnership with practising firm in 
Western Canada. Box 958. 


CHARTERED ACCOUNTANT, M.A. de- 
gree, qualified 1958, presently employed in 
industry desires to return to the profession. 
Toronto area. 


Box 965. 
















BARRISTERS AND SOLICITORS 


MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building 


- Calgary, Alta. 


PITBLADO, HOSKIN & COMPANY 
Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 


Barristers and Solicitors 


Roy Building 


- Halifax, N.S. 


ROSS & ROBINSON 


Barristers and Solicitors 


Canadian Bank of Commerce Chambers - Hamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 
Barristers and Solicitors 


88 Metcalfe Street 


- Ottawa 4, Ont. 


BLAKE, CASSELS & GRAYDON 


Barristers and Solicitors 


The Canadian Bank of Commerce Building Toronto 1, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 
Barristers and Solicitors 


The Bank of Canada Building, 250 University Avenue - Toronto 1, Oné. 
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WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 
Barristers and Solicitors 


Kent Building, 10 St. James Street East - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Barristers and Solicitors 
Royal Bank Building - - -  - Montreal I, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 


Bank of Canada Building Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street - - Montreal 1, Que. 


STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building - Montreal 1, Que. 


PRATTE, TREMBLAY & DECHENE 


Barristers and Solicitors 


100 Place dYouville, Suite 200 - - Quebec, P.Q. 


MacPHERSON. LESLIE & TYERMAN 
Barristers and Solicitors 


2236 Albert Street Regina, Sask. 





LIFE INSURANCE 


MERTON DURANT — ROSS DURANT, C.L. U. 
We offer service based on many years of successful experience. 
Pension Plans, Estates Analysis, Employee Benefit Plans 
THE CANADA LIFE ASSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 


JAMES B. RUSSEL, B.A., B.Com., C.LU. 
Estate Planning 


SUN LIFE OF CANADA, 60 VICTORIA ST., TORONTO 


J. MILTON BROWN — J. ROGER FLUMERFELT 
Chartered Life Underwriters 


GROUP BENEFITS BUSINESS INSURANCE ESTATE PLANNING 


LONDON LIFE INSURANCE COMPANY 
200 St. James St. WEsT MONTREAL, QUE. 


SAMUEL LITWIN, C.L.U. 
Estate and Business Insurance Analyst 


SUN LIFE OF CANADA 
Sun Lire Buitpinc MONTREAL, QUE. 


ELDER, DONALDSON & CROFTS 
Chartered Life Underwriters 


CREATIVE ESTATE ANALYSIS BUSINESS LIFE INSURANCE EMPLOYEE BENEFITS 
Licensed with The London Life Insurance Compary 


55 Yonce STREET TORONTO, ONT. 





Blank, per 50 of either . $1.00 
Inventory 
Blank, per 100 of either.. $2.00 
and 
ere Available in English or French 
Liability in blank only. 





Certificates Postage or express collect 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor Street East, Toronto 5, Ontario 
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BELL°FELETYPE and 
MODERN DATA PROCESSING ¥ 
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. they're natural partners! 


Integrated Data Processing — IDP — is the modern 
automation method of mechanizing paperwork. By a 
single typing, paperwork can be integrated between 
locations through teletype. Thus, with IDP and BELL 
TELETYPE you can distribute data (orders, reports, 
etc.) across the city or across the country through 
one simple operation. 


Moreover, this time-saving method is based on 
today’s modern “‘mechanical languages’’, so the tape 
shown here can actuate many business machines, 
increasing still further the usefulness of IDP. 


EET 


With maintenance service as close as your local 
telephone office, BELL TELETYPE is your dependable 
communications component of IDP systems. 


Sear 


Consult Bell on how data processing can be integrated 
between offices, factories and warehouses. 





Forthe booklet “BELL TELETYPE’S Place In Your IDP Program”, 
write or phone (collect) to: 
MONTREAL 1060 University St. 
Tel.: TR 0-2981 
TORONTO 393 eae: Ave. 
Tel.: UN 1-2151 
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DO YOU KNOW 
THAT YOU CAN HAVE 
MOST OF YOUR ACCOUNTING 


DONE AT THE... 


SERVICE BUREAU 


Upon request, a Service Bureau 

representative will call and discuss 

your requirements in strict con- 
_ fidence. 


DON MILLS ROAD, TORONTO 6, ONTARIO, HICKORY 4-2511 


Branches in principal cities. 





